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THURSDAY, MARCH 20, 1952 


UNITED STATES SENATE, 
SUBCOMMITTEE ON MOBILIZATION AND PROCUREMENT 
OF THE SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D. C. 


The subcommittee met, pursuant to call, at 10:10 a. m., in room 
P-38, the Capitol, Senator Blair Moody (chairman of the subcom- 
mittee) presiding. 

Present: Senators Moody (chairman of the subcommittee) and 
Saltonstall. 

Also present: Charles M. Noone, committee counsel. 

Senator Moopy. The committee will be in order. 

Mr. Flemming, do you solemnly swear your testimony before this 
committee will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. FLemmina. I do. 

Senator Moony. We are very glad to have you, Mr. Flemming. 
Will you give your full name and your position, please. 


TESTIMONY OF ARTHUR S. FLEMMING, ASSISTANT TO THE 
DIRECTOR OF DEFENSE MOBILIZATION 


Mr. Fuemminc. Iam Arthur S. Flemming, Assistant to the Director 
on manpower problems, Office of Defense Mobilization. 

Senator Moopy. Mr. Flemming, on February 7, I think it was, 
Mr. Wilson issued what is known as Manpower Policy Directive No. 4 
in order to place procurement in areas of current or imminent labor 
surplus. 

As you well know, this manpower directive was in addition to the 
previous manpower directive which authorized particular attention 
to be paid to placing contracts in the hands of small business. 

L believe that the previous directive was based on a letter from the 
then Acting Administrator of the Defense Production Administration 
on May 7, 1951. Both of these orders, of course, affect the welfare of 
small business and, therefore, come under the purview of this 
committee. 

I might say also that it affects the entire industrial structure of 
the country, large as well as small business, because the two are so 
interrelated in the subcontracting system. 

The committee has been disappointed in the fact that this Man- 
power Directive No. 4 does not seem to have been implemented. In 
the last few weeks we have had complaints from a number of small- 
business men who certainly would seem to come under the provisions 
of that directive. 
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I think perhaps I had better put the entire directive in the record. 
That will save us time. 

Mr. Ftemminea. That would be fine. 

(The document referred to is as follows:) 


EXECUTIVE OFFICE OF THE PRESIDENT 
OrricE OF DEFENSE MOBILIZATION 
DEFENSE MANPOWER Po.icy No. 4 
Subject: Placement of Procurement in Areas of Current or Imminent Labor Surplus, 
I. INTRODUCTION 


The aim of the mobilization program is to develop and maintain the necessary 
military and economic strength to carry out the policy of the United States to 
oppose acts of aggression and promote peace. As was declared in Defense Man- 
power Policy Statement No. 1, suecess of the mobilization program requires 
efficient use of all our resources, including manpower as well as facilities. The 
conversion from civilian to military production, unless carefully coordinated, 
would result in dislocations causing serious waste of manpower and facilities in 
many areas, and thereby reducing our defense potential. The overriding need 
is to obtain on schedule the goods and services required for defense. In achiev- 
ing this goal, every effort must be made to hold to a minimum any waste of man- 
power which may result from materials shortages and conversion to defense 
production, 

II. PURPOSE 


The purpose of this Defense Manpower Policy No. 4 is to provide for procures 
ment by negotiated contracts and purchases with responsible concerns which are 
in an area of current or imminent labor surplus (including a surplus of manpower 
possessing skills necessary to the fulfillment of Government contracts and pur- 
chases), in cases where the public interest dictates the need for doing so in order 
to achieve the following objectives: 

a. To coordinate conversion from civilian to military production; 

b. To minimize strains and dislocations in the economy resulting from 
such conversion; 

c. To preserve employee skills necessary to the fulfillment of Government 
contracts and purchases; 

d, To maintain productive facilities; 

e. To assure utilization of the Nation’s total manpower potential by mak- 
ing use of the manpower resources of each area; and 

f. To help assure timely delivery of required goods and services by locat- 
ing procurement where the needed manpower and facilities are fully 
available. 

III. IMPLEMENTATION 


3y virtue of the authority vested in me by Executive Order 10193 and to sup= 
plement the National Manpower Mobilization Policy issued by the President on 
January 17, 1951, and to carry out the purpose set forth above, it is hereby 
ordered that: 

1. There is created a Surplus Manpower Committee. The members of the 
Committee shall be appointed by the Chairman of the Manpower Policy Com- 
mittee and shall include representation from the Department of Defense, De- 
partment of Labor, Atomic Energy Commission, Defense Production Adminis- 
tration, General Services Administration, Small Defense Plants Administration, 
and National Production Authority. 

2. The Defense Manpower Administration of the Department of Labor will 
certify to the Committee the existence of surplus labor areas under standards to 
be established by the Secretary of Labor. 

3. Upon such certification of surplus labor areas, the Committee shall obtain 
from the appropriate manpower and production agencies manpower and facilities 
information which shall include the following: 

a. The nature and extent of the labor surplus involved, including the 
availability of skills necessary to the fulfillment of Government contracts 
and purchases, and the need for preserving these skills in the national 
interest: 
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»b. The*nature and extent of the facilities involved, including their suit- 
ability and availability for the fulfillment of Government contracts and pur- 
chases, and the need for maintaining these facilities in the national interest. 

4, The Committee shall make findings in appropriate cases that: 

a. There exists an area of current or imminent labor surplus, including a 
surplus of manpower possessing skills necessary to the fulfillment of Govern- 
ment contracts; 

b. There exists in such area facilities suitable and available for the 
employee skills found surplus in (a); 

c. The public interest dictates the need for the negotiation of Government 
contracts, at reasonable prices, in such area although lower prices might 
otherwise be obtainable elsewhere, in order to achieve the purposes of this 
policy as set forth in II above; 

d. Such findings may set forth any other factors which may assist in the 
placement of contracts in such areas including (1) an indication of the dollar 
amount of contracting which is desired to be placed in such area based upon 
the amount and timing of Government needs and (2) a determination of the 
maximum price differential considered appropriate to effectuate paragraph 
4 (c) hereof. ‘ 

5. The Committee shall report these findings to the Director of Defense Mo- 
bilization with a recommendation that he notify the Department of Defense and 
the General Services Administration that he has concluded that it is in the public 
interest to give preference to such area in the placement of contracts in accord- 
ance with the findings of the Committee. The recommendations of the Com- 
mittee shall be reviewed within the Office of Defense Mobilization to determine 
the relationships of such recommendations to other policies affecting procure- 
ment for which the Office of Defense Mobilization has responsibility, and if there 
are conflicts, they shall be resolved by the Director. 

6. On receipt of such notification from the Director of Defense Mobilization, 
the Department of Defense and the General Services Administration shall (a) 
determine what procurement contracts can be fulfilled by utilization of the man- 
power skills and facilities described in the Committee’s surveys and findings; (b) 
take all practicable steps, consistent with other procurement and military objec- 
tives, other than price, to locate procurement in the areas covered by the Com- 
mittee’s findings; and (c) within a reasonable time report to the Director of De- 
fense Mobilization the steps taken, and furnish any other relevant information 
requested by him, 

7. After receiving reports in accordance with paragraph 6 (c) above, the Com- 
mittee shall request from the appropriate agencies information concerning the 
utilization of manpower in the area involved, and shall report to the Director the 
effects of the actions taken, with recommendations as to whether it is necessary 
to continue to give preference to such area in the placement of contracts. 

8. When the application of this policy would have a major effect on the operation 
of an entire industry, appropriate recommendations shall be made to the Di- 
rector relative to that industry in lieu of recommendations relative to specific 
geographical areas. In such cases, after notice to and hearing of interested 
parties, consideration will be given to a separate certification applying to the 
entire industry. 

9. This Manpower Policy No. 4 shall not be deemed to authorize the payment 
of prices higher than ceiling prices established by the Office of Price Stabilization. 

10. The appropriate departments and agencies shall furnish information and 
assist the Committee as necessary to carry out this policy. 

11. This policy shall take effect on February 7, 1952. 

OFFICE OF DEFENSE MOBILIZATION, 
Cuar_es E, Witson, Director. 


Senator Moopy. I would like to read particularly from two points. 
In the introduction it says: 

The aim of the mobilization program is to develop and maintain the necessary 
military and economic strength to carry out the policy of the United States to 
oppose acts of aggression and promote peace. As was declared in Defense Man- 
power Policy Statement No. 1, success of the mobilization program requires 
efficient use of all our resources, including manpower as well as facilities. 

I am sure that is no news to you because you have been doing a 
difficult job in exactly that field. 
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I would like to pomt out for the record also that in section 6 it says: 
On receipt of such notification from the Director of Defense Mobilization— 


that is a notification that certain areas are to be included within 
the purview of the special directive— 

the Department of Defense and the General Services Administration shall 

I would like to emphasize the word ‘shall’’— 

(a) determine what procurement contracts can be fulfilled by utilization of the 
manpower skills and facilities described in the Committee’s Surveys and Findings; 
(b) take all practicable steps, consistent with other procurement and military 
objectives, other than price, to locate procurement in the areas covered by the 
committee’s findings; and (c) within a reasonable time, report to the Director of 
Defense Mobilization the steps taken, and furnish any other relevant information 
requested by him. 

Now, Mr. Flemming, literally for months not only this committee 
but my own senatorial office has been getting inquiries urging that 
if defense contracts were not routed into their areas or into their 
companies there would be a very serious situation, not only from 
the standpoint of employment but in some cases from the standpoint 
of whole communities. 

One case that seems to stand out is the case of the Capac Plastics 
Co., in which an award was made to Westinghouse, a large supplier 
of all sorts of military goods, who bid $1.50, which was slightly below 
the price bid by Capac Plastics Co. for helmet linings which the 
Capac company made during the war. 

This is a company that is a small business but it is virtually the 
entire support of the town of Capac, Mich. It seems to me that in 
line with this directive orders for those helmet linings should go to 
that company. That is just one example. 

Not long ago—well, as a matter of fact, just the day before yester- 
day there was a small-business man here from Detroit, Mr. Herman 
of the Copco Steel Co., who had put a truck order in which was 
slightly higher than another bidder. The terms of this directive, 
where you have a community with a tremendous manpower surplus 
such as Detroit has now, I think make it clear that he should have 
had this contract. He was told by the purchasing agent of the 
Military Establishment they had never heard of this order so far as 
their office was concerned. Of course they had read about it in the 
newspapers but so far as their office was concerned they had never 
heard of the order officially. So they had no authority to put it 
into effect, and the contract was going elsewhere in what appears 
to be direct contravention of the specific directive here which says 
that the Department of Defense shall take all practicable steps to 
locate procurement in the areas covered by the committee’s findings. 

In Iron Mountain, Mich., Ford had a plant for making bodies for 
station wagons. That plant was shut down with large unemployment 
resulting, and the entire town is crippled as a result. 

I am citing Michigan cases now because I happen to know them. 
I am sure they also exist in other areas of the country that are covered 
by this directive. 

The TIonia-Belding-Greenville area of Michigan has been included 
as a critical manpower area, and yet in their case also they have been 
unable to move. 
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I would like to have you tell me, if you will, what the status of 
this thing is so far as Mr. Wilson’s office is concerned. 

Mr. Fuemminc. Thank you very much, Mr. Chairman. 

As you indicated, the defense manpower policy was issued on 
February 7, and, as you know, the procedure that is set up in Defense 
Manpower Policy No. 4 provides, first of all, for the certification by 
the Department of Labor of labor surplus areas under standards to 
be established by the Secretary of Labor. 

On February 21 the Secretary of Labor did certify to the Office of 
Defense Mobilization a list of labor surplus areas. I think that par- 
ticular list totaled 25 at that time. 

The Defense Manpower Policy No. 4 then provides for the establish- 
ment of a Surplus Manpower Committee within the Office of Defense 
Mobilization to be made up of representatives of the Department 
of Defense, the Department of Labor, the Atomic Energy Commission, 
the Defense Production Administration, General Services Adminis- 
tration, Small Defense Plants Administration and the National 
Production Authority. I serve as chairman of that committee as Mr. 
Wilson’s representative in the manpower field. 

Senator Moopy. | am glad to learn that. 

Mr. FLemmina. The Department of Defense is represented by five 
members of the committee. Mrs. Rosenberg, the Assistant Secretary 
of Defense in Charge of Manpower, represents the Secretary of Defense 
office. Mr. Small, the Chairman of the Munitions Board, represents 
that Board. Then there are representatives there from the Depart- 
ments of the Army, Navy, and Air Force. 

As soon as the certifications were received this committee began 
to take a look at the areas in the light of the standards set up by Mr. 
Wilson in his policy. 

Senator Moopy. You mean the certification of the areas as surplus 
manpower areas? 

Mr. Fuemmina. That is right. 

Senator Moopy. From the Department of Labor? 

Mr. Fiemmina. From the Department of Labor, that is right. 

And under the policy the committee was charged with the responsi- 
bility of taking a look at the nature and extent of the labor surplus 
involved, including the availability of facilities necessary to the 
fulfillment of Government contracts and purchases, and also the 
nature and extent of the facilities involved, including their suitability 
and availability for the fulfillment of Government contracts. 

Mr. Wilson then provided, after the committee took a look at both 
the manpower situation and the facilities situation, that it should 
make findings in appropriate cases. 

Senator Moopy. That was an order of Mr. Wilson’s? 

Mr. Fiemmine. That is right. 

Senator Moopy. When did he hand that order down? 

Mr. Fiemmina. As you indicated in your opening remarks, he 
signed this and provided that it should take effect on February 7 of 
1952. 

Senator Moopy. You are now describing what happened before the 
order went in? 

Mr. Ftemmina. No; I am describing the procedure that must be 
followed under the order. 


98031—52——2 
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Senator Moony. I asked you when this order you just mentioned 
went into effect. 

Mr. Fiemmina. February 7. That is, Manpower Policy No. 4 was 
signed on February 7. 

Senator Moopy. Yes; I know that. 

Mr. Ftemmina. That provides for the procedures that I am de- 
scribing at the present time. 

Senator Moopy. Yes. 

Mr. FLtemmina. First of all it provides—— 

Senator Moopy. I see what you mean. I thought you were de- 
scribing something that had happened since then. 

Mr. Fiemmina. No. 

That provides the Secretary of Labor shall make the certifications 
of labor-surplus areas, and then it provides when those certifications 
have been received by the Office of Defense Mobilization the Surplus 
Manpower Committee shall give consideration to them along the lines 
I have just indicated. 

That committee has had quite a number of sessions since then, and 
has certified up to the—let me put it this way: has recommended to 
Mr. Wilson that he notify the Department of Defense and the General 
Services Administration that 20 areas should be given preferential 
consideration in the placement of contracts. 

Senator Moopy. When was that done? 

Mr. Ftemminea. On different dates. The first four—and the dates 
I am giving you now are the dates of Mr. Wilson’s action because in 
all instances he has accepted the recommendations of the committee. 

Senator Moopy. He has? 

Mr. Fiemmina. Yes. And has notified the Department of Defense 
and the General Services Administration. 

The first group went to the two agencies on March 4 and, as you 
know, that included Detroit, Providence, Scranton and Wilkes-Barre, 
Pa. 

Then a group of additional ones went over on March 12, that is, went 
from Mr. Wilson's office to the Department of Defense and the 
General Services Administration. Those communities include Ashe- 
ville, N. C.; Brockton, Mass.; Cumberland, Md.; Fall River, Mass.; 
Flint, Mich.; Grand Rapids, Mich.; the Herrin-Murphysboro-West 
Frankfort, Ill., area; Iron Mountain, Mich.; Lawrence, Mass.; Lowell, 
Mass.; Manchester, N. H.; New York City; Pottsville, Pa. 

Then on March 18 additional ones went over from Mr. Wilson’s 
office to the Department of Defense and General Services Administra- 
tion—lIonia-Belding-Greenville, Mich., area; the New Bedford, Mass., 
Uniontown-Connellsville, Pa., areas. 

Senator Moopy. That makes how many in all? Twenty? 

Mr. Fiemmine. That makes 20. 

At a meeting yesterday we decided to recommend to Mr. Wilson 
that he also send a notification relative to Terre Haute, Ind., and that 
will undoubtedly go over today or tomorrow. 

In the case of certain other cities we are in the process of getting 
additional information before taking final action. That is, it is not 
clear that the facilities exist in those particular instances that could 
be used for additional Government contracts. Those cities are Al- 
toona, Pa.; Atlantic City, N. J.; Beaumont-Port Arthur, Tex.; Laredo, 
Tex.; Martinsburg, W. Va.; and Vincennes, Ind. 
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That is a summary of the situation as it applies to the areas that 
have been certified to the Office of Defense Mobilization up to the 
present time by the Department of Labor as labor-surplus areas. 

Senator Moopy. 1 wonder if I may have that list. Is that your 
only copy? 

Mr. FLemmine. I may want to refer back to it. 

Senator Moopy. I mean before the hearing is over. 

Mr. Fiemmine. Oh yes, sure. I have actually mentioned all of 
them and put them all in, although i in one or two instances I brought 
the record up to date. For instance, this shows that we are making 
an additional study of Terre Haute. Actually that study is complete 
and we have decided that it should be certified. 

Senator Moopy. I see. 

Mr. Ftemmina. And then also there are three areas listed here as 
areas that have been recommended to the committee but notification 
has not been issued, but actually notification has been issued on 
March 18. 

I thought it might be of interest, Senator Moody, if I described 
just how ‘these notifications go to the Department of Defense and the 
General Services Administration. 

Senator Moopy. Yes. 

Mr. Ftemmina. And the procedures that we are following in con- 
nection with them. 

For example, I will take New York City just as an illustration here, 
although the same formula applies to a large city such as Detroit or 
any of the other large areas. 

First of all, the committee itself makes certain findings and recom- 
mendations 

Senator Moopy. Parenthetically, you say you are going to tell us 
about New York, although the same provisions apply to a large city 
like Detroit. 1 don’t quite get it. 

Mr. Fiemmina. Another large city. 

Senator Moopy. I will admit Detroit is a far superior place. 

Mr. Fremmina. I understand your point of view. I asked for a 
sample of the findings and notifications, and the people who gave me 
the material should have provided me with Detroit rather than New 
York City, but nevertheless the same principles apply. 

Senator Moopy. Of course. 

Mr. Fiemmine. First of all—— 

Senator Moopy. Is New York included? 

Mr. Fiemmina. Oh, yes; New York is one of the areas that has 
been certified as a labor-surplus area, and Mr. Wilson has notified 
the Department of Defense and the General Services Administration 
that it should be given preferential consideration in placement of 
contracts. That is one of the group that went over on March 12. 

Senator Moopy. I am sure Senator Lehman and Senator Ives will 
be glad to hear that. 

Mr. Ftemmine. That is right. There has been considerable 
interest in that. 

Now, as I say, we are following the practice of having the committee 
make certain formal findings and recommendations which we insert 
in the Federal Register. In other w ords, in this whole procedure we 
are trying to keep everything right on top of the table so everybody 
understands just exactly what is being done at all times. 
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Take the one on New York. It says: 


Under date of February 21, 1952, the Defense Manpower Administration of 
the De ere nt of Labor certified to this committe e, under Defense Manpower 
Policy No. 4, the existence of the New York area as a surplus labor area under 
standards colabiished by the Secretary of Labor. 

On the basis of information contained in the files of the committee and furnished 
by the Department of Labor relative to the manpower situation in the New York 
area, and by the Department of Defense, the National Production Authority, 
and the Department of Labor relative to facilities in the New York area, the 
committee makes the following findings and recommendations 

The committee finds: 

1. That the New York area, as defined by the Defense Manpower Administra- 
tion, is an area of current labor surplus, including surplus manpower possessing 


skills necessary to the fulfillment of Government contracts; 


2. That there exists in the New York area suitable faciities for the performance 


of additional Government contracts: 


3. That in order to accomplish the objectives of Defense Manpower Policy 
No. 4, the public interest dictates the need for the negotiation of available Gov- 
ernment contracts at reasonable prices in the New York area, provided that a 
substantial portion of the work involved in the execution of the contracts will be 
performed in the New York area, and provided further that contractors in said 
area will be afforded the opportunity to meet prices obtainable elsewhere—— 

Senator Moopy. I am glad you put in there “provided the work is 
performed in that area.”’ 

Mr. Fiemminea. That is right. 

Senator Moopy. Because—again I am getting back to Michigan. 
While this is not a local matter by any means, I think no place “has 
been hit harder than Detroit has in this thing and some other areas 
in my State. 

One rather deceptive thing has been that totals have been announced 
of the number of contracts that have gone into companies that have 
centers in that area. 

Mr. Fiemmina. That is right. 

Senator Moopy. With no revelation as to where the actual work 
was to be done. In the case of many millions of dollars of contracts, 
as you know, they farmed them out around the country, and yet the 
impression was created that those contracts were to be carried out in 
Michigan. I am very glad you put that in. 

Mr. Ftemmina. That is the reason why it was put in [reading]: 

1. That no price differential for the New York area is considered necessary in 
order to effectuate the objectives of Defense Manpower Policy No. 4, provided 
that the operations under the notification recommended herein will be reviewed 
within a reasonable period of time to determine whether the establishment of an 
appropriate maximum price differential is required in order to effectuate Defense 
Manpower Policy No. 4 for the New York area 

That is standard language as far as all of the areas are coneerned. 

Senator Moopy. You have given them no price differential at all? 

Mr. Fiemmine. That is right. Backing up now to paragraph 3, 
the thing that has been done is— 

Provided further that contractors in said area will be afforded the opportunity 
to meet prices obtainable elsewhere. 

But at this particular time no price differential has been given for any 
of these areas. 

Senator Moopy. Your policy, as I understand it, is that if there is a 
low bid from some other area which has, perhaps, a tight labor situa- 
tion, and a bid comes in from a company in an area w ith surplus labor 
that has been designated as applicable under this order, you do not 
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award a higher dollar contract, you mere ‘ly ‘say to the company, 
‘Will you meet the price bid by the other area? 

Mr. Fiemmine. That is right. 

Senator Moopy. What is the effect of that, Mr. Flemming, if 
when you have a substantial differentiation in wage rates- 

Mr. Fuemmina. If I could back up now just a minute— 

Senator Moopy. Please do. 

Mr. Fiemmina. To show the effect of this order. As we will see 
just a little later on when we get to Mr. Wilson’s notification—I am 
wondering, if it would not be a good thing for me to complete these 
findings and notification, and then we will have the whole thing in 
front of us and then I can come back to that. 

Senator Moopy. Yes. 

Mr. FLEMMING. (reading): 


i 


5. That the textile, apparel, and shoe industries, to the extent that they exist 
in the New York area, should not be included in the application of Defense 
Manpower Policy No. 4 in the New York area; after notice to and hearing of 
interested parties, consideration will be given to separate recommendations apply- 
ing to the entire textile, apparel, and shoe industries. 


And I might put in parenthetically that right this morning a hearing 
on the textile industry has started under the direction of a panel which 
we have set up for the purpose of taking testimony and then re porting 
back to the Surplus Manpower Committee, with a hearing examiner 
as chairman of the panel. 

Senator Moopy. I see. 

Mr. Fiemminea. Actually it is one of the hearing commissioners 
of the National Production Authority a member of the faculty of 
George Washington Law School. [Reading:] 


Recommendation 


The committee recommends that the Director of Defense Mobilization conclude 
that it is in the public interest to give preference to the New York area in the 
placement of contracts in accordance with the committee’s findings, and that the 
Director so notify the Secretary of Defense and the Administrator of the General 
Services Administration. 


Acting on those findings and recommendations, Mr. Wilson then 
transmitted this notification to the Department of Defense and the 
General Services Administration as follows: 


The Surplus Manpower Committee, appointed under Defense Manpower Policy 
No. 4, has reported to the Director of Defense Mobilization its findings and recom- 
mendation in the matter of placement of procurement in the New York area. The 
recommendation has been reviewed within the Office of Defense Mobilization to 
determine its relationship to other policies affecting procurement for which this 
office has responsibility, and no conflicts exist. 

The Department of Defense and the General Services Administration are 
hereby notified that upon full consideration, the Director of Defense Mobilization 
has concluded that it is in the publie interest to give preference to the New York 
area, with the exception of the textile, apparel, and shoe industries located in 
that area, in the placement of Government contracts, in accordance with the 
attached findings of the committee and the provisions of Defense Manpower 
Policy No. 4. The Department of Defense and the General Services Adminis- 
tration are hereby requested to take the actions specified in paragraph 6 of 
section III of Defense Manpower Policy No. 4. 


Senator Moopy. That is the paragraph I singled out to read? 
Mr. Fremmine.3That is right. [Reading:] 
Publie hearings will be held shortly on the entire textile, apparel, and shoe 


industries, following which consideration will be given to certifying these indus- 
tries under the provisions of the policy. 
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The Department of Defense and the General Services Administration are 
requested to submit the first written report of the actions taken under this notifi- 
cation on April 8, 1952, and thereafter each 30 days until further notice. 

You will notice that section 6 provided for the establishment of a 
regular reporting system to the Office of Defense Mobilization. 

Senator Moopy. I am very glad of that, because the first defense 
manpower policy, as you know, had provisions not quite so specific 
as this one, but, in general, setting up the objectives of this. It was 
never activated. 

Mr. Fiemminc. Well, our intention here on every one of these 
certifications is to call for the first report on a particular date, and 
that is usually approximately 30 days from the date of the notifica- 
tion, and then every 30 days thereafter. 

Senator Moopy. That is a good way to get it by having a report 
coming every 30 days. 

Mr. Fiemmine. I can say this: As you know, Mr. Wilson per- 
sonally is very much interested in this particular policy. 

Senator Moopy. We have appreciated his ¢ ooperation very much. 

Mr. Fieminc. Our philosophy as far as the Office of Defense 
Mobilization is concerned is this: That it is our job to establish 
policies of this kind, and then we feel that we should delegate authority 
to act to the operating agencies of the Government, but at the same 
time it is our responsibility to check up from time to time to deter- 
mine whether or not there is adherence to the policy that we establish, 
and if there is not adherence to the policy, then it is up to Mr. Wilson 
to use his operating line for the purpose of getting adherence. 

So under this philosophy the operating responsibility in this par- 
ticular instance has been given to the Department of Defense and to 
the General Services Administration. And it is not our intention at 
any point to tell them how to discharge the operating responsibility. 
The thing we are interested in is the results that may be achieved, 
and undoubtedly the representatives of the Department of Defense 
and General Services Administration can tell you about their plans 
for discharging their operating responsibilities. 

Senator Moopy. That is what 1 am interested in, too. 

Mr. FLremmina. That is right. 

Senator Moopy. Results. As you have read here you have spelled 
out, not in detail but in principle and in framework, certainly, what 
is a mandatory directive to the various departments. 

Mr. Fiemmina. That is right. 

Senator Moopy. And the reason for this hearing today is that in 
some of these areas where not only bread and butter and families 
are involved, but also the waste of production facilities are involved 
at a time when we do need the production—there has been great 
disappointment in the fact that it just does not seem to have seeped 
down to the people that are actually buying the goods, that this 
order is in effect. 

One member of my staff made an inquiry on one case for a small 
business, day before yesterday and got in touch by telephone with a 
man whose responsibility was to make the decision. I am not sure 
whether I am quoting directly and exactly, but the general effect of 
what he said was, ‘‘We have never heard of that in this shop.” 

Mr. Fiemmina. Might I say this, Senator Moody: There are five 

epresentatives of the Department of Defense on the Surplus Mao- 
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power Committee, and the work we had to do in order to get these 
areas ready for Mr. Wilson to notify the Department of Defense and 
General Services Administration called for bringing together a con- 
siderable amount of information. 

Senator Moopy. I understand that. 

Mr. Fiemmina. Because we felt in view of the fact that this was 
a rather unusual procedure that we should carry it forward in an 
orderly manner. 

Senator Moopy. These things are not simple I realize that. 

Mr. Fuemnina. I would like to say this: That the representatives 
of the Department of Defense on the committee have been most 
cooperative in getting that information, and I certainly have gained 
from them the impression that they are going to see to it that we get 
action and that we get results in these particular areas. 

Senator Moopy. The question is now—when? 

Mr. Fiuemmina. The problem of their getting out their instructions 
and so on is a problem I am sure you would want them to talk about. 

Senator Moopy. That is right. 

Mr. Fremmina. Because I am not familiar with those problems. 
But I am just giving you my own feeling and belief and conviction 
that the procurement officers are going to see to it that we do get 
results. 

The General Services Administration has been represented on our 
committee and also has been very cooperative at that point. 

| would like to go back to the one point that you raised, because 
I would like to indicate to you just what thinking went through 
7, minds on it, and that is this question of a price differential. 

s I see the result of this notification by Mr. Wilson to the De- 
pt zo nt of Defense and General Serviecs Administration, it does 
put them in a position, and particularly the Department of Defense 
as it purchases under the Armed Services Procurement Act, where 
in instances where in the past they have been submitting items for 
competitive bids they can shift to negotiation. That is point No. 

Point No. 2 is that where they do negotiate and where they receive 
proposals under that particular process—if, for example, they receive 
a proposal from Indianapolis—if they receive a proposal from Indi- 
anapolis and also a proposal from Detroit and the Indianapolis pro- 
posal is a little bit lower than the Detroit proposal, then it would be 
possible for them to give the contractor in Detroit the opportunity to 
meet that Indianapolis proposal. 

Senator Moopy. | might say that in this specific case of the Capac 
Plastics Co., had this directive been in effect in its present form, as you 
have imple ‘mented it, then I am ve ry sure that company would have 
met the 8-cent differential which was set up in the competitive bids. 
As a matter of fact, that is a case that we have been urging that the 
Army take action on, because unless this directive is applied in that 
case, Why they will probably have to move the molds out. 

While they have lost one contract, there is an issue of another 
contract. And, of course, while we all have great respect for the 
productive power of the Westinghouse Electric Co., there is no com- 
munity and no company and no great mass of employees that are 
dependent on this single contract. I think this would have worked 
very well in that case just as you have written it. 

Mr. Fiemmina. Right. 
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Senator Moopy. Let me divert for a minute from this directive to 
the other directive which does provide for preferred treatment for 
small business as such. I am not referring now to the Manpower 
Directive No. 4 but to the small business directive. 

Mr. FLtemmina. Yes. 

Senator Moopy. Is there not a price difference in that directive? 

Mr. Ftemmine. Do you have any representatives here from the 
Small Defense Plants Administration? Or possibly Mr. Houston, 
who is vice chairman of the Munitions Board, could respond to that 
directly. I am not familiar with the contents of that directive. 

Senator Moopy. I see. General Taylor has given our committee 
a review of that. He, as you know, had some difficulty with appro- 
priations. 

Mr. Fiemmine. That is right. 

Senator Moopy. And with other things. But at a lunch not long 
ago at which Senator Saltonstall was present, as I remember 

Senator SALTONSTALL. Yes. 

Senator Moopy. He indicated his plans for putting in each procure- 
ment agency on behalf of small business a Small Defense Plants 
representative who would watch and see to it that this directive of 
preference for small business was followed. So I should think that 
the combination of these directives would give the armed services or 
the General Services Administration power to allow any company, 
large or small, to meet a bid providing the company is located in one 
of the areas designated, and in the case of a small business would 
allow a slight price differential. 

Mr. Ftemmina. Have they put in price differential vet? 

Mr. Houston. There has been no price differential written into 
any instructions we have received or policy we have received. 

Senator Moopy. I think for the record —even though we are going 
to hear you testify in a minute—you should state your name and 
position. 

Mr. Hovsron. John C. Houston, Jr. I am Executive Vice Chair- 
man of the Munitions Board. 

The policy which is similar to this Defense Manpower Policy No. 4 
has not finally been issued. 

Mr. Ftemmina. That was my recollection, too, Senator, that they 
had not actually made provision for a price differential, although I 
know it has been under consideration subsequent to the receipt of the 
ruling from the Comptroller General. Is that right? 

Mr. Housron. That is right. 

Mr. Fiemmina. As far as I know they have not actually put it 
into effect. 

Senator SaALTonstTaLy. Mr. Chairman? 

Senator Moopy. Senator Saltonstall. 

Senator SALronstaLL. Dr. Flemming, is not the great difficulty 
that this directive has not been sufficiently definite so that the Muni- 
tions Board or the Army Procurement in the Quartermaster Depart- 
ment do not feel enough confidence in it to operate under it? That 
has been our problem in textiles. 

Mr. FLemMina. Senator, prior to the time you came in I did go 
over with Senator Moody the finding we made, for example, in the 
case of the city of Detroit, just using that as an example. 

Senator Moopy. New York, I believe. 
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Mr. Fuemmine. New York. I am sorry. Yes, using that for 
illustrative purposes. 

To sum it up, the effect of the notification Mr. Wilson sends now 
to the Department of Defense and the General Services Administration 
under Manpower Policy No. 4 is this: That where in the past possibly 
they have been purchasing certain items by competitive bidding 
they can shift to negotiations, and where they shift to negotiations 
they can give a contractor in one of these areas that they certify the 
opportunity of meeting the best proposal that they may have received 
elsewhere. 

Now on textiles, shoe and apparel, as you probably know, in 
connection with all of these notifications we have excepted those 
three industries under the provision of paragraph 6 of section III of 
Manpower Policy No. 4, which reads as follows: 

When the application of this policy would have a major effect on the operation 
of an entire industry appropriate recommendations shall be made to the director 
relative to that industry in lieu of recommendations relative to specific geographic 
areas. In such cases, after notice to and hearing of interested parties, consideration 
will be given to a separate certification applying to the entire industry. 

The hearing on the textile industry started this morning in the 
Office of Defense Mobilization. We have established a panel of three, 
made up of a hearing examiner as chairman, a representative of the 
Department of Labor and a representative of the Department of 
Defense. They are to take testimony from all interested parties on 
the situation in the textile industry. 

Then on the basis of that testimony they are to make recommenda- 
tions to us as to what can be done, if anything, in the way of applying 
Manpower Policy No. 4 to the industry situation. 

A similar procedure will be followed in the case of shoes. In fact, 
the hearing on that has been set for April 17, and likewise a similar 
procedure in the case of the apparel industry. But in all of these noti- 
fications up to the present time those three industries have been 
excepted pending the results of the industry hearings themselves. 

Senator SALTONSTALL. But the trouble is, Dr. Flemming, that time 
is going by. 

Mr. Ftemminea. That is right. 

Senator SALTONSTALL. Our bad time has passed. And this rule No. 
4 has been so indefinite nobody has been willing to act on it. 

Mr. Ftemmina. The steps that the Department of Defense are 
ready to take under Manpower Policy No. 4 1 think will be described 
by witnesses from the Munitions Board and the Department of 
Defense. 

Senator Moopy. I have told Dr. Flemming, Senator, that the 
reason this hearing was called was because of precisely the situation 
that you describe. It was announced that this general policy was 
going to be placed in effect, and yet day before yesterd: av my Office 
called one procurement agent in the Army, a responsible buyer for the 
Asan, and he said as far as his office was concerned offic ially they 
had never heard of it. We were planning to have this hearing anyway, 
but this was one reason for it. 

As Dr. Flemming has testified, they have gone through the pro- 
cedure of setting up these areas, including a number in Massachusetts. 
They have cleared the areas, and then they have set the terms of the 
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directive not in terms of price differential but in terms of giving the 
business an opportunity to meet a lower price. 

1 cited a couple of instances where there was a difference of a few 
cents in two competitive bids. In one case Capac Plasties Co., which 
is the entire support of a little town in Michigan, bid 8 cents ‘higher 
on helmet liners, and if they do not get proper consideration on a 
renewed contract—they already have one and want a second one 
that whole town is coming down. 

1 think this order, even though it does not allow for price differen- 
tial, is going to be very helpful indeed because it takes the rigidity 
out of the bidding system and allows the channeling of contracts into 
areas Where labor is in surplus. 

In addition to that, as IT was just pointing out to Mr. Houston, 
there also is in effect and not vet activated this ad litional manpower 
directive which calls for preference for small business. 

Here is an exe rs ange of letters between General Taylor, of the Small 
Defense Plants Corporation, and Lindsay Warren which does give 
authority to put a price differential in the case of small business. 

The documents referred to are as follows:) 


SMALL DerFrENSE PLANTS ADMINISTRATION, 
Washington, D. C., January 17, 1952 
Hon. Linpsay C. WARREN. 
Comptroller General of the United States, 
Wash ngton, fC 
Dear Mr. WarrEN: I should like to obtain your views on a matter of con- 
siderable importance to this agency in the carrying out of its responsibilities 
r section 714 of the Defense Production Act of 1950, as amended 
As you know, the military procurement agencies have been authorized, pur- 
suant to section 2 (c) (1) of the Armed Services Procurement Act of 1947 (62 
Stat. 21; 41 | « Bh C. 151 (ce) (1)) and the declaration of a national emergency by 
he Presider 1 December "16, 1950, to procure through negotiation rather than 
by formal a see rtising yr Neve rt! icless, such agencies are in many instances award 
ing contracts on the basis of formal site rtising. The question arises whether 
awarding of contracts through such discretionary procurement by adver- 


sing in lieu of procurement by negotiation as authorized by law is governed 
your decision in 28 Comptroller General 662. This decision holds that a 
ontract entered into where advertising is required by law may not be awarded 


» other than the low bidder solely on the basis that such bidder qualifies as a 


small business concern. The further question is presented whether your letter 
ypinion of May 8, 1951, to the Acting Administrator of DPA does not now apply 

so-called procurement by formal advertising. This opinion states that, under 
ppropriate circumstances, contracts may be negotiated with smal! business 


concerns at prices higher than might otherwise be obtained, where the purposi 
to broaden and maintain the industrial base of suppliers. 
t is our view that section 3 of the Armed Services Procurement Act, supra 
which expressly applies only “whenever advertising is required,’ has no appl 
sability to discretionary procurement by advertising as long as the determination 


| 


that procurement by negotiation is necessary in the public interest during the 


national emergency continues in effect, and that, accordingly, your decision in 
28 Comptroller General 662 is not controlling at this time. It is also our view 

your opinion of May 8, 1951, applies to all cases in which negotiation is 
authorized, even though procurement by formal advertising for bids, rather 
than negotiation, may be used. We regard these conclusions as applying with 


equal force wherever negotiation is permitted pursuant to section 302 of the 
Federal Property and Administrative Services Act of 1949 (63 Stat. 378, 393; 
11 U.S. C. 252), even though the techniques of advertising for bids are emp!oved 
I should like to submit these questions for vour consideration. 
Sincerely yours, 


Tevrorp Tayior, Administrator. 
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CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., January 31, 1952. 
The ApMINISTRATOR, 
Small Defense Plants Administration. 


My Dear Mr. Taytor: Reference is made to your letter of January 17, 1952, 
requesting to be advised whether certain procurement contracts may be negotiated 
with small-business concerns when, after having advertised for bids, it is known 
that the contracts could be awarded to other concerns at a lower cost to the 
Government. 

You refer to the fact that the military procurement agencies have been author- 
ized, pursuant to section 2 (c, (1) of the Armed Services Procurement Act of 1947 
(62 Stat. 21), and the declaration of a national emergency by the President on 
December 16, 1950, to procure through negotiation rather than by formal adver- 
tising. However, it is stated that, notwithstanding such authority, the agencies 
are in many instances awarding contracts on the basis of formal advertising, and 
question arises as to whether the awarding of such contracts is governed by 
decision of this Office published at 28 Comptroller General 662. 

Such decision (quoting from the syllabus) held as follows: 

“The provision in section 2 (b) of the Armed Services Procurement Act of 
1947, requiring that a fair proportion of the total purchases and contracts for 
supplies and services for the Government be placed with small-business concerns, 
when considered in the light of the declared legislative intent of the act and the 
requirement in section 3 (b) thereof that award be made to the responsible bidder 
whose bid will be most advantageous to the Government, price and other factors 
considered, does not authorize the awarding of contracts to other than the low 
bidder, in those cases where advertising is required, solely on the basis that a bidder 
qualifies as a small-business concern.” 

It is stated to be your view that section 3 of the Armed Services Procurement 
Act of 1947, which expressly applies only ‘‘whenever advertising is required,’ has 
no applicability to discretionary procurement by advertising as long as the deter- 
mination that procurement by negotiation is necessary in the public interest during 
the period of the national emergency, and that the referred-to decision is not con- 
trolling with respect to negotiated procurement. You state it is your further 
view that Office decision 30 Comptroller General 441, wherein it was held that 
under certain circumstances contracts may be negotiated with small-business con- 
cerns at prices higher than might otherwise be obtained where the purpose is to 
broaden and maintain the industrial base of suppliers, is applicable to all cases 
in which negotiation is authorized, even though formal bids are first solicited. 

In Office decision 20 Comptroller General 194 there was considered a similar 
question concerning the authority of the then Secretary of War to enter into cer- 
tain contracts, with or without advertising, as provided in section 1 (a) of the act 
of July 2, 1940 (54 Stat. 712), and it was held that— 

“This express authority to negotiate without advertising such contracts as may 
be deemed necessary to carry out the purposes specified in the section comprehends 
the lesser authority to utilize advertising to the extent administratively deemed 
appropriate in making contracts under such section without restricting final 
administrative determination of the bidder to whom the contract should be 
awarded. Hence, in such cases, an administrative election to advertise, rather 
than to negotiate with a single contractor, does not necessarily require making 
the award to the lowest bidder regardless of any or all other considerations. As 
all bids may be rejected and a contract negotiated with any one of the bidders or 
with a nonbidder, on the terms advertised, or on modified terms, within the 
authority to negotiate such contracts without advertising, there would appear no 
legal objection to the rejection of the bids of one or more lower bidders and the 
awarding of the contract to a higher bidder consistently with the principles which 
properly may be administratively applied in the negotiation of contracts without 
advertising. The greater includes the lesser, and to the extent that such con- 
tracts properly may be negotiated without advertising they may be made on the 
same conditions after advertising.” 

On the same basis, if the contracts here contemplated properly may be negoti- 
ated with small-business firms at a higher cost to the Government than is otherwsie 
obtainable, the fact that bids are first solicited would not preclude the contracting 
agency from negotiating the contract with a small-business concern at a higher 
price. In that connection, it would appear that important considerations indeed 
would be necessary to determine that the public interest requires the award of 
contracts to small-business concerns when it is known at the time that the pro- 
curement could be made from other sources at less cost to the Government. In 








16 DEFENSE MANPOWER POLICY NO. 4 


apparent recognition of such fact, section 714 (f) (2) of the Defense Production 
Act of 1950, as amended (65 Stat. 143), provides that 

‘“‘The Congress has as its policy that a fair proportion of the total purchases 
and contracts for supplies and services for the Government shall be placed with 
small-business concerns. To effectuate such policy, small-business concerns 
within the meaning of this section shall receive any award or contract or any part 
thereof as to which it is determined by the Administration [Small Defense Plants 
Administration] and the contracting procurement agencies (A) to be in the interest 
of mobilizing the Nation’s full productive capacity, or (B) to be in the interest of 
the national defense program, to make such award or let such contract to a small- 
business concern.”’ 

In view of the responsibilities thus placed upon your Administration, this 
Office would not be required to object to otherwise proper payments under con 
tracts awarded to small-business concerns under section 2 (c) (1) of the Armed 
Services Procurement Act of 1947, in the manner considered herein; provided, of 
course, the agency head determines it to be necessary in the public interest or such 
action is supported by the determinations required by (A) or (B) of the statutory 
provision quoted above. (See B-107236, 31 Comp. Gen. —, dated January 14, 
1952.) 

As suggested in your letter, the conclusions reached herein would be equally 
for application wherever negotiation is permitted pursuant to section 302 of the 
Federal Property and Administrative Services Act of 1949 (63 Stat. 393). 

Sincerely yours, 


’ 


Linpsay C. WARREN, 
Comptroller General of the United States. 

Senator Moopy. The big business in these areas, as I understand 
it—and if I am wrong correct me, Dr. Flemming—will have an 
opportunity to meet the price. 

Mr. Fiemminea. That is right. 

Senator Moopy. And, if the two directives are applied properly, 
the small business in a critical area would have the opportunity to 
meet the price; and, if it could show that for good reason it could not 
meet the price, then it should come under the other directive which 
would authorize a price differential. Am I wrong in that? 

Mr. Ftemminc. As I understand it, it would be possible for General 
Taylor, as Administrator of the Small Defense Plants Administration, 
possibly to take action along that line, although my own rec ollection 
is that he has not yet taken such action. 

Senator Moopy. General Taylor could not take it himself. He 
would have to take it through the buying agencies of the armed services 
rr General Services Administration, would he not? 

Mr. Fiemmina. That is right. But he would be the person who 
would establish the policy in that particular instance. I mean it 
would be his Administration that would establish the policy; and then, 
of course, that would be binding on the Department of Defense and 
General Services Administration. 

[I am getting over into an area I am not too familiar with—the 
statutory authority under which the Small Defense Plants Adminis- 
tration acts. 

Senator SALTONSTALL. Forgetting small business for a moment— 

Mr. FLemminea. Yes. 

Senator SALTONSTALL. The whole idea is that none of these direc- 
tives are sufficiently clear and sufficiently free from ifs and buts so 
that any procurement officer will work under them. 

Mr. Fiemmrina. Senator, I think you will find that, when the 
Department of Defense issues its instructions under the certifica- 
tions that it has received from Mr. Wilson, they will undoubtedly 
be clear enough for procurement officers to work under. 
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Senator Moopy. You said “when.’’ That is what we want to 
know—when. 

Mr. FLemminec. I do not want to anticipate the testimony from 
another agency, Senator. I would like to have them testify along 
that line because it is their operating responsibility. 

Senator Moopy. I see. 

Mr. Fuemminec. Could I review briefly for Senator Saltonstall the 
procedure here? 

Senator Moopy. Please do. 

Mr. FLtemminc. To see just what we have done under this man- 
power policy No. 4. 

Senator Moopy. I might interpolate there and read section 6 of 
this order, which is very definite. It says: 

On receipt of such notification from the Director of Defense Mobilization, the 
Department of Defense and the General Services Administration shall determine 
what procurement contracts can be fulfilled by utilization of the manpower skills 
and facilities described in the committee’s surveys and findings and shall take 
all practicable steps consistent with other procurement and military objectives 
other than price to locate procurement in the areas covered by the committee’s 
findings. 

That is a mandatory provision. It is not even discretionary. 

Mr. Fremmine. Might I say, Senator Saltonstall, when Mr. Wilson 
drew up this policy he recognized that he was exercising the authority 
that had been given to him in such a manner as to set up some rather 
unorthodox procedure as far as the handling of matters of this kind is 
concerned. And he appreciated the fact that when he issued the 
policy not everyone would by any means be in agreement with him. 
And as you appreciate, there are differences of opinion as to the de- 
sirability of putting a policy of this kind into effect. 

Recognizing that he was making provision for some rather un- 
orthodox procurement procedures, he felt that he should make sure 
of the fact that the whole program was handled in a systematic and 
orderly manner, and so he provided, first of all, that the Department 
of Labor should certify to the Office of Defense Mobilization the 
existence of labor-surplus areas under standards set by the Secretary 
of Labor. 

Then he set up a Surplus Manpower Committee in the Office of 
Defense Mobilization, of which I serve as Chairman. That is made 
up of representatives from such agencies as the Department of De- 
fense, the General Services Administration, Atomic Energy Commis- 
sion, and the Department of Labor. 

He said to this committee: 

I want you to make recommendations to me relative to these areas, indicating 
to me not only that there are manpower skills in the area that could be used but 
also that there are some facilities in the area that could be used for additional 
Government contracts, because I do not want to get in a position where I am cer- 
tifying an area over to the Department of Defense and General Services Admin- 
istration and then discover that there are not any facilities there anyhow, 

So the committee has taken each one of these areas and examined 
them carefully from that point of view and up to the present time has 
recommended 21 areas to Mr. Wilson, and Mr. Wilson, in turn, has 
sent notifications over on 20 of the 21. The other one will go over 
today or tomorrow. 

When the notification goes to the Department of Defense or the 
General Services Administration, it puts them in a position where, 








1S DEFENSE MANPOWER POLICY NO. 4 


as I said before, they can in some instances shift to negotiation as far 
as purchase of some of these items are concerned, and where they can 
give the contractor in one of these areas the opportunity of meeting 
the best proposal that they may have received elsewhere. 

Now, I would say that brings me right back to the point we were on, 
and I would like to e mphasize. this, because we have not put this order 
into effect just to issue an order. 

One of the findings we make in connection with each one of these 
areas is this: 

No price differential— 
this happens to be New York 


for the New York area is considered necessary in order to effectuate the objectives 
of defense manpower policy No. 4, provided that the operations under the noti- 
fication recommended herein will be reviewed within a reasonable period of time 
to determine whether the establishment of an appropriate maximum price 
differential is required in order to effectuate defense manpower policy No. 4 for 
the New York area 

Now, the procurement representatives who serve on the Surplus 
Manpower Committee indicated that it was their judgment that we 
could achieve the objective of manpower policy No. 4 without utilizing 
the price differential. 

Senator Moopy. You were told by representatives of the three 
services that they could achieve the result of getting the contracts 
into these areas without a price differential? Is that what you are 
saving? 

Mr. Firemminea. That is correct. It was their best judgment that 
they could effectuate the objectives Mr. Wilson has set up here with- 
out a price differential. And so we said, “All right, vou are the people 
that are on the firing line and you understand this situation. We 
will accept that particular judgment, but we are going to review the 
operations within a reasonable period of time to see whether or not 
we are in fact or the objectives set up under defense man- 
power policy No. 4, and if we are not, then we will go back and take 
another look at the question of a price differential.” 

Senator Moopy. Just one thing. Apparently there is reluctance 
on the part of the services to grant a price differential, and I think 
there certainly should be caution for granting a price differential. 
Apparently the leaning of the services is not to grant a price differ- 
ential. Now it occurs to me that since time is of the essence in many 
of these contracts and in our general defense program, it might be a 
tenable position to give them discretionary authority to do it. Obvi- 
ously they are not anxious to go out and pay higher prices, which is 
a good thing. They should not be. And it seems to me that if you 
have to go back and go all through this procedural situation all over 
again, why—-it has taken since February 7. It has taken more than 
a month to get this thing off dead center. 

Mr. Fiemminc. Let me say this, Senator: I think there is a 
reluctance on the part of the representatives of the procurement 
agencies— 

Senator Moopy. Which would be protection against unwise use of 
it, it seems to me. 

Mr. FLemmine. But may I also say, there is likewise reluctance on 
the part of Mr. Wilson to authorize a price differential unless it is 
very clear that it is absolutely essential to do so in order to achieve 
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the objectives of Manpower Policy No. 4. I think that is a proper 
reluctance on the part of an administrative officer who has the kind 
of responsibility that he has. 

Senator Moopy. It is certainly a proper caution at any rate. 

Mr. Fiemmina. That is right. Now I can assure you that if the 
situation develops pointing clearly to the fact that we are not accom- 
plishing the objectives of Manpower Policy No. 4 without a price 
differential, it will not take very long to put a price differential into 
effect. 

This committee in some weeks meets three times during the course 
of the week in order to keep right on top of the situation. This is 
not just one of the situations where you meet regularly once every 
week, or something of that kind, but where there is a problem to face 
and a problem to deal with, the committee will meet and it will make 
the appropriate recommendations. 

Senator Moopy. I am glad to get that assurance. 

Senator SatronstautL. Dr. Flemming, assume that you were a 
quartermaster procurement officer. Would you under the present 
directives with the ifs and buts, even with this new one, act under 
that? 

Secondly, if you would act under it, then are you going to come 
before Congress—will that procurement officer have to come before 
Congress—for additional appropriations to cover the differential? 

Mr. Fiemmrinca. Well, first of all, Senator—— 

Senator Moopy. There is not any differential under this order. 

Mr. Fremmina. There is not any provision for price differential 
under this order yet. Mr. Wilson has not given the Department of 
Defense or the General Services Administration authority to use a 
price differential. 

Senator SALTONSTALL. There is no price differential as yet? 

Mr. FLtemmina. That is right. He has deliberately refrained up to 
the present time from giving that authority. He has found that in 
his judgment it is in the public interest to give preference to these 
areas and to give preference to these areas by doing two things: First, 
shifting in some instances from competitive bid procedure to a negotia- 
tion procedure. And in the second place, where they negotiate, to 
give the contractors in these areas the opportunity of meeting the best 
proposals that they may have received elsewhere. 

Those two things he has done, but he has not taken the third step 
of authorizing a price differential. As I have indicated, he has not 
taken that step because of a conviction—and I believe it is a convic- 
tion—on the part of the procurement people that they can achieve the 
objective that he wants to achieve under Defense Manpower Policy 
No. 4 without a price differential. 

But he has said to them: “All right, let’s go ahead and see if we can 
achieve it without the price differential. But within a reasonable 
period of time this situation is to be reviewed to determine whether 
the establishment of an appropriate maximum price differential is 
required in order to effectuate it.”’ 

Senator Moopy. What is a reasonable period of time? 

Mr. Fiemmina. My own feeling on this is that certainly after we 
have received the second report on each one of these areas, we should 
review the situation to determine whether or not a price differential is 
necessary. 
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Senator Saltonstall, before you came in I indicated that Mr. Wilson 
has called for a report, for example, in the case of the New York area 
on April 8, and every 30 days thereafter, and the same procedure is 
followed on Lowell and Lawrence and the others. 

Senator SavronstTatL. Might I say, Mr. Chairman, I think the 
great difficulty is, as I tried to phrase my question—would you as 
procurement officer take advantage of the steps where you knew there 
was distress and where you knew there was opportunity? 

From my personal conversation with several of them—I do not 
blame them particularly for not doing it, because I think the thing 
is so complicated they are just not going to use it. 

Mr. FuemmrnG. Could | answer in this way? I think that is a very 
important question. 

Senator Sautronstauu. I think it goes to the heart of the question. 

Senator Moopy. I think it does, too. 

As I read this thing, Senator Saltonstall, this is a mandatory 
directive to the procurement agencies to carry out this policy of prefer- 
ence for these areas when the bidders from these areas can meet the 
price. It does not call for a price differential, but it does call for a 
preference on contracts in this area and calls for an opportunity for 
the contractors from the area to meet the price. 

I will say this: That if the committee agrees, I would certainly be 
in favor of calling in any procurement officer individually who failed 
to come up to the directive. And I think far from having to justify 
to Congress his doing it, I think he would be in a very tough way to 
be able to justify not doing it as this directive is written. 

1 would like to have you comment on that, Mr. Flemming. 

Mr. Fremminc. I would be glad to comment on your observations 
and Senator Saltonstall’s question. 

May I start this way? I think we have to go back and remember 
that the Executive order setting up the job of Director of the Office 
of Defense Mobilization provides that the incumbent of that particular 
position is to direct, control, and coordinate all aspects of the mobili- 
zation program, including manpower. 

Senator Moony. He has the authority. 

Mr. Fiemminea. Now, the Director of the Office of Defense Mobili- 
zation bas stated that he has found that it is in the public interest to 
give preference to these areas that have previously been mentioned, 
and that on the basis of that finding the procurement agency shall do 
the things that Senator Moody has referred to. 

I would say that if I were a procurement officer out in the field in 
New York or Detroit or some place else, as soon as I received instruction 
from the Department of Defense implementing the notification which 
has been sent the Department of Defense by Mr. Wilson, I would feel 
that unless I gave preference I was seriously jeopardizing my position 
in the organization because I would regard it as a direct, definite, and 
specific order. 

The whole thing has been set up with that in mind. I mean we have 
tried to do it in an orderly and systematic manner, as I have said 
before, and I think that is important because, as I have indicated before, 
not everyone agrees with this policy. And it seems to me if it is not 
done in an orderly and systematic manner, giving everybody an 
opportunity to present their point of view, the program could be upset. 
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But Mr. Wilson has gone through this orderly and systematic pro- 
cedure and arrived at a conclusion in connection with each one of these 
areas and then issued a directive in connection with each one of these 
areas. 

Now the minute the Department of Defense, using that as an 
illustration, implements that with specific instructions out to the 
procurement officers, | would say it would certainly be specific enough 
and definite enough for them to go ahead and act. In fact, I would 
agree with Senator Moody, it would be so specific and so definite 
that if they did not act they would be in position of violating instrue- 
tions. 

Senator SALTONSTALL. Thank you. 

Senator Moopy. Can we have copies, Mr. Flemming, of the reports 
which the Department of Defense, the three services, and General 
Services Administration submit to you on the 8th of each month with 
regard to the implementation of this thing? 

Mr. Ftemmina. Yes. 

Senator Moopy. I would like to have those placed in the hands of 
this committee, because, as I said earlier before Senator Saltonstall 
came in, this general announcement of principle by Mr. Wilson some 
time ago was received with a good deal of relief in a number of areas, 
including areas in my State. The disappointment at not getting faster 
action has been intense in some of those areas, and I think with good 
reason, although I realize you cannot do these things overnight. 

But now you appear to have put this thing in shape where it will 
roll, and the committee, which does have a function with regard to 
small business, would like to be kept informed. If this is not carried 
out, why, I would assume from the general attitude of my distinguished 
colleague and, I believe, the other members of the committee, we will 
want to call in any officer who did not carry out this directive and 
find out why he is not doing his duty. 

Mr. Fiemmrina. All these reports will be public property. 

Senator Moopy. Good. 

Mr. Fiemmina. In fact, every step that we take in connection 
with this particular policy is going to be made public. These textile 
hearings to which | have just referred are public hearings, and every- 
thing we do in connection with the policy is going to be public, so 
everybody will understand just what is happening. 

Senator SALTONSTALL. One more question. In connection with 
the no-price differential, do you include freight? That is a very 
important question in our area of the country. 

Mr. Fiemmina. Mr. Houston, where we say no-price differential, 
does that mean you will not make any allowance for shipping charges, 
transportation charges? 

Senator SALTONSTALL. That is right. 

Mr. Houston. I have not heard any discussions of that specific 
question, so 1 cannot answer, but certainly it is something we will 
have to take into account. 

Senator SALTONSTALL. That question has arisen on at least one 
contract | know about in the textile industry. 

Mr. Fiemmina. Between us we will take a look at that. 

Mr. Houston. Yes. 

Mr. Fiemminea. And we will get the answer to that. 

Senator Moopy. Do you have any more questions, Senator? 
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Senator SaLTonsTALL. No. 

Senator Moopy. Thank you very much. I am very much relieved, 
too, in that you have put this thing in shape now so far as your office 
is concerned. I wish you would see to it that we get these reports 
every month. 

Mr. FLemmina. I can assure you we will stay right back of it. 

Senator Moopy. That is fine. I am sure you will also. And I 
am sure the committee will get all sorts of private reports on whether 
the directive is carried out, too. 

Mr. Ftemminc. I am very much aware of the fact that the system 
of checks and balances operates very well in this area 

Senator Moopy. Very vigorously as far as we are concerned. 

Mr. Fiemmina. There is no question about it. 

Senator Moopy. Mr. Larson. Do you solemnly swear the testi- 
mony you give before this committee will be the truth, the whole 
truth and nothing but the truth, so help you God? 

Mr. Larson. I do. 


TESTIMONY OF JESS LARSON, ADMINISTRATOR, GENERAL 
SERVICES ADMINISTRATION 


Senator Moopy. Mr. Larson, I understand you have to leave by 
11: as is that right? 

. Larson. If it is convenient to you. Of course I can change 
Ps alee 

Senator Moony. You are planning to leave the city? 

Mr. Larson. Yes. May I add I am going to a meeting in New 
York on copper. 

Senator Moopy. I: am very much interested. May we ask if 
there is any prospect of getting some more copper as a result of this 
meeting? Perhaps I should not inquire publicly. 

Mr. Larson. Not as good as I would like to report it. 

Senator Moony. Mr. Larson, will you state for the record your 
name and position, please? 

Mr. Larson. My name is Jess Larson. I am Administrator of 
General Services Administration, and also Defense Materials Pro- 
curement Administrator. 

Senator Moopy. Will you state what your function is in connection 
with procuring materials for the mobilization program? 

Mr. Larson. Well, my functions in procuring materials for the 
mobilization program are more appropriately carried out under my 
title as Defense Materials Procurement Administrator than that of 
Administrator of General Services. 

I might distinguish them in a general way by dividing them into 
two board categories. Defense materials are raw materials and do 
not include end products. 

My procurement functions under the provisions of Public Law 152 
Eighty-first Congress, first session, setting up General Services Admin- 
istration, are in procurement of what is generally known in the Gov- 
ernment as common-use items, which are end items. There are those 
two distinctions. 

Senator Moopy. Will you give us a couple of examples for the 
record of common-use items? 
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Mr. Larson. Common-use items are items necessary in the admin- 
istration of any office, like the furniture, the typewriters, filing cabi- 
nets, the paper, and so forth 

Senator Moopy. So you buy the filing cabinets and the paper for 
the military as well as for civilian use? 

Mr. Larson. No, sir; we do not. Our direct procurement opera- 
tions are confined to those types of procurement oper ations that we 
have determined can be most economically carried on in a centralized 
operation. In some instances they do include furnishing a part of 
the military requirements. But since General Services Administra- 
tion has been established we have not yet been able to implement 
our stores operation to the point where we are financially able to 
take care of the requirements of the military. 

If I might add, in the presence of your distinguished colleague and 
very able member of the Appropriations Committee, we will have a 
story to tell him in a short time in that regard. 

Senator Moopy. I am sure he will receive the story with great 
interest. 

What do you conceive to be the function of your office unde 
Manpower Directive No. 4, Mr. Larson? 

Mr. Larson. Under Manpower Directive 4 we are directed by Mr 
Wilson in the case of defense contracts to channel those contracts, to 
use every practicable measure to channel those contracts into areas 
designated as surplus manpower areas, as has been indicated. 

Senator Moopy. Have you been doing this? 

Mr. Larson. Yes; we have been doing it. 

Might I briefly give a little background of our experience up to dat 

Senator Moopy. Yes. 

Mr. Larson. I would like to go back, if | may, to the provisions of 
Public Law 152 which set forth a specific mandate from the Congress 
that in our procurement practices in General Services Administration 
we give preference to small business. 

Then, of course, the Defense Production Act of 1950 has a specific 
policy statement so far as giving preference to small business | 
concerned, 

This committee is well aware of the long, rather tedious evolution 
of procurement procedures in order fully to implement those pro- 
visions of the law, and I hate to add a note of pessimism to vou 
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statements of optimism, Mr. Chairman, about the directives that 
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have been issued. 

Senator Moopy. My statements were not at all optimistic until 
| heard from Dr. Flemming. 

The reason for this hearing is that the members of the committe: 
have been extremely eampeented at the failure to implem ‘nt this 
manpower directive, and far from being optimistic about it, 1 was 
disappointed, and I think that other members of the committee wer 
too. But if the statement made by Dr. Flemming ts to be carried 
out—and I assure you the committee as well as others will be vigilant 
in trying to see that it is carried out—then I think there is room for 
optimism. 

Mr. Larson. Well, to that extent, ves. But I wanted to point 
out hastily —I might give as an example—mvy experience in the disposal] 
of surplus property. 
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There was a mandate issued by the Congress, and approximately 
1 year was consumed in writing regulations for the disposal of surplus 
property. One Administrator “left at the end of that job and said, 
“The job has been accomplished. It is all over.” 

Some of the rest of us came along and are still getting the brickbats 
as a result of having implemented that over a period of about 3 years 
following the issuance of the regulations. 

I am leading up to this: This directive is most difficult to show the 
kind of results that this committee expects, and that we want to show 
this committee. 

I say that in utmost candor and frankness, and I would not be 

carrying out my responsibility if I did not, because of our experience 
in putting our procurement into small business, which we have had 
some success In doing. 

But what vou are really doing here now is asking us to change 
further—which we will do—the pattern of procurement practices 
that have been in existence in the Government over a very long period 
of time, and are deeply imbedded in the philosophy of our own system 
of merchandising and competitive free enterprise. And it is a most 
difficult thing to do. 

I hasten to say that we have the determination to do it, but I don’t 
want to leave the impression with this committee that it is something 
that we can accomplish, insofar as I see my responsibilities, over night. 

Senator Moopy. Let me ask you this, Mr. Larson: What would be 
difficult about the responsibility of a procurement officer of the 
Quartermaster Corps or the Ordnance Corps, which I know is not 
within your responsibility, when presented with the facts of a case 
such as that which I outlined earlier, of the Capac Plastics Co., where 
there was an 8-cent differential? It seems to me that under this 
directive the purchasing agent would have no alternative but to say 
to the head of the Capac Plastics Co., ‘Can you meet this bid of 
Westinghouse? Will you meet it?” And if the answer is “Yes,” 
then he has got to give the order to Capac under this directive in my 
judgment. 

Would you differ with that? 

Mr. Larson. I would insofar as this directive is concerned. This 
directive, until it is implemented by a directive in the immediate 
chain of command of the procurement officer, means nothing to that 
procurement officer. 

Senator Moopy. Of course. That is Just what we want to find 
out—why there hasn’t been. 

Mr. Larson. Until an order is issued that is the guide and protection 
of the procurement officer who actually negotiates or receives the bids 
or lets the contracts and affixes his name on behalf of the Government 
to the contract—until he has his specific directions—he is going to 
follow existing practices. 

Senator Moopy. Who in your organization would issue such a 
directive to your procurement officers? 

Mr. Larson. It depends on what type of procurement. But 
I am responsible for seeing that such orders are issued in all of the 
areas of procurement that are involved in this order. 

Senator Moopy. That was my impression. 

Mr. Larson. Yes. 

















DEFENSE MANPOWER POLICY NO. 4 25 


Senator Moopy. Now you have from Mr. Wilson a directive which 
says you shall do certain things. Does not that make it your responsi- 
bility to issue clear directives which do require your procurement 
people to carry out this directive? 

Mr. Larson. It certainly does, Senator. 

Senator Moopy. If it does not, I cannot read. 

Mr. Larson. It certainly does, Senator, just as it says. First of 
all, it says that I have to determine what procurement contracts can 
be fulfilled with manpower skills in these areas. That in itself is no 
small job. You cannot channel a contract for the production of 
agricultural products, basically agricultural products into an industrial 
area, generally speaking. I use that only as an example. 

Senator Moopy. Well, Mr. Larson, if you have three bids on a 
specific thing, particularly if the company in the manpower area has 
already made that item, and one bid is a little higher than the other, 
how much investigation does it take to have you know that can be 
done? Does it take any? 

Mr. Larson. Insofar as that particular case is concerned, no 
But your instructions 

Senator Moopy. I am talking about cases that are just like that, 
that have been ignored since this order was announced. 

Mr. Larson. Well, I think that is because all of us are working 
round the clock, almost, to make the necessary surveys to determine 
on a broad basis what is available in these areas as they are certified 
to us. 

And as Dr. Flemming testified, they have only within the last 2 
weeks been certified. However, we have taken steps prior to even 
that certification. 

Secondly, it is my responsibility to take all practicable steps, con- 
sistent with other procurement and military objectives. In spite of 
the fact that the word ‘‘shall” is a mandatory word, the word “prac 
ticable” is open to varying definitions. I am not trying to argue 
against the policy here. I am merely pointing out the difficulties that 
are now and will continue to be time-consuming in implementing fully 
and getting results from this policy. 

Senator SaLTronstaLu. If I might interrupt there, those difficulties 
have, up to the present time, stopped the Department of Defense from 
issuing any orders, down through the Quartermaster, that would 
carry it out? 

Mr. Larson. I cannot speak for the Department of Defense, 
Senator, but in as far as General Services Administration is concerned, 
we have ready for issue here an order which we are frankly deeply 
concerned about. We have spent considerable time, for instance, 
with the General Accounting Office in determining the full effects 
of such an order with them so that there will be no aftermath. 

We have given consideration to what the dollar value of the contract 
shall be, as Senator Moody pointed out, to make the decision that 
in the case of contracts over xx dollars or cents that he indicates, the 
quoter or bidder—and I say quoter because | want to include negoti- 
ated contracts, too, from the area—can meet the low price. 

But just realizing—and you gentlemen certainly can realize what 
the operating agency is taking on when it makes that dis- 
crimination 

Senator Moopy. Now, Mr. Larson, wait just a minute. 
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Mr. Larson. I am not arguing it, I just want to get it on the table. 

Senator Moopy. Right on that point 

Mr. Larson. Because we are up against that now. 

Senator Moopy. Mr. Larson, the Government has been negotiating 
contracts for years; have they not? 

Mr. Larson. Yes. But how does a citizen and a taxpayer feel 
when he comes in and makes a proposal and then you take his proposal 
as a basis for giving that to somebody in another area? Our only 
justification is Mr. Wilson’s finding here and the desire on the part 
of the Senate to accomplish the relief of unemployment, or, rather, 
the desire on the part of the Congress. 

Senator Moopy. Of course your only justification is Mr. Wilson’s 
finding, and I realize 

Mr. Larson. But you do not realize the difficulties of the operating 
position in this 

Senator Moopy. T am not saying it is easy, and I know there has 
been opposition to it, and I realize the position and the disappoint- 
meit that might exist in the person who submitted the first low bid. 

But, nevertheless, that’ has been argued out. This has been made 
the policy of the Government. It seems to me that when you have 
a specific list of bids from companies that are responsible and can 
post bond, if necessary, to make deliveries, and this is a mandatory 
policy of the Government which has been put into effect by the 
Mobilization Director, the points you are talking about have been 
decided, and T do not think it is necessary to decide them at each 
level on the way down. 

Mr. Larson. And that is not the case. And my only reason for 
reiterating them now is so that the record will be clear as to the 
eee that we are having in meeting the mandate of Mr. Wilson 

) paras graph 6 of Manpower Order No. 4. That is why we cannot 
come up here today and say to you, “We in GSA have accomplished 
thus and so.’ 

I think indirectly, however, we have accomplished a great deal, 
because the small-business implementing procedures which we have 
been, over a period of 3 years, strengthening and pushing, in effect, 
helped this situation. 

Senator Moovy. That is right. 

Mr. Larson. But you certainly have a contradictory situation 
when you have a small business in Indianapolis— to take the example 
heretofore given, who is a low bidder, and the next bidder is a large 
bidder in the Detroit area, and vou make a mandatory or arbitrary 
decision to give it to thé large business in Detroit because it is a 
surplus area, to the detriment of the small-business man in Indianapolis 
which is a tight labor area. You have a real problem on hand and a 
contradictory situation. 

I do not want to take your time to go into these things. Let me 
develop for just a moment how successful we have been. I am not 
saving this by way of boasting; but from a percentage of under 40 
percent of the advertise sed business of GSA procurement going to small 
business, we have increased that to 60 percent. 

Senator Moopy. Very good. 

Mr. Larson. As of fiscal vear 1951. 

Ir our negotiated contracts we have done even better than that. 
We have pushed it up from less than 50 percent to 70.6 percent of our 
total dollar volume, going to small business as defined. 
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Senator SALTONSTALL. That means 70 percent of all your procure- 
ment? 

Senator Moopy. On negotiated. 

Mr. Larson. It is going to what qualifies as small business. We 
have been able to do that primarily by decentralizing our procure- 
ment operation, getting it out of W ashington and decentralizing it 
into the 10 regional operational areas 

Now, that, in effect, ecramialdiias somewhat the same objective 
that you wish to accomplish in this procedure bere. However, we 
recognize we have to go even a step further. 

Even beginning with late last summer when these tight areas began 
to show up and when it became apparent that Government procure- 
ment was going to have to be channeled, we tried to implement this 
procedure and are going ahead with it today. 

Senator Moopy. You say you are doing it today? 

Mr. Larson. We are going ahead with this type of implementation 
even today. 

Senator Moopy. Do you have there an order you are sending out? 
When was that order drafted? 

Mr. Larson. It is in draft form now. It has not been sent out. 
As a matter of fact, at the moment, I am tbinking of chucking this 
whole order and making a very simple order putting all of our pro- 
curement under negotiation, that would be much easier to administer 
to carry out these things than this type of order which spells out 
procedures and tries to guide this fellow down on the end of the line 
who signs the contract as to what his protection and what his respon- 
sibilities are. 

Senator Moopy. Let me ask you this. Why is it so complicated 
to write a directive which would tell your procurement officers that 
when a bid comes in from a company in one of these specifically 
designated areas that if that company can meet the low bid, that 
company should get the business? I think it is just that simple. 
Maybe it is not, but I would like to know why it is not. 

Mr. Larson. If we stopped there, Senator, you would get prac- 
tically no results. 

Senator Moopy. Why not? 

Mr. Larson. If we stop at the bidders from the surplus labor 
areas who, by chance, might voluntarily come in, we have no 
assurance of participation from those areas. If we are to get real 
results from this, we have got to move into the surplus-labor areas 
we have got to move our procurement into the surplus-labor areas. 

Now we have people come in with this: For instance, a furniture 
man from Grand Rapids—this came to my attention—to whom we 
had channeled business in Grand Rapids, was the recipient of two or 
three contracts with a backlog of 60 to 80 days. 

Now we had bids let recently. He wanted to be favored by those 
new bids, which would only have added to his backlog. It would not 
have helped that area any. He was the only bidder from that area 
There was another bidder from Scranton area, which is also designated. 
We have got to get procedures out that will guide the contracting 
officer in what to do under those circumstances. 

Senator Moopy. Would not common sense guide him in that in- 
stance? 
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Mr. Larson. Well, Senator. you expect a great deal of us civil 
servants when you say “common sense’, because it is difficult to 
know what “common sense” is when we have approximately 14 
major social objectives—which are all highly commendable and which 
the Congress has, under great deliberation, enacted into statute— 
that are supposed to guide us in our procurement responsibilities, 
So you’ve got to have procedures that spell out what to do in mass 
operation. 

Senator Moopy. Mr. Larson, I think it is a fine thing for you to 
go out and look at these areas and try to do what amounts to'a task 
force job on these areas. But the primary concern of the commit- 
tee—at least so far as the chairman is concerned—has been the placing 
of orders in these areas where the people are actually looking for 
contracts and bidding on the contracts, but are being shut out because 
of a slight differential in price. Now that is the gist of the situation. 

Mr. Larson. Those cases can be very easily determined. 

Senator Moopy. I am glad to hear you say that, because I do not 
see anything complicated about them. And I must say that while 
this manpower directive was announced more than a month ago it 
has not been activated even in those instances. 

Mr. Larson. I know of specific cases where it has. 

Senator Moopy. I am glad to hear that. 

Mr. Larson. But no doubt we have missed some cases because we 
do not have the kind of procedure published yet. We have to publish 
sO We can get them all. 

Senator Moopy. I hope you can do that. 

Mr. Larson. But I hasten to warn you that will not satisfy the 
situation—only those bids that voluntarily come in. And I want to 
assure the committee——— 

Senator Moopy. In other words. you are stepping beyond the 
voluntary bids and going out to put business in this area? 

Mr. Larson. That is what you've got to do if you are going to get 
any relief. 

[ want to point out one more thing. GSA’s total purchases will 
run yearly approximately $350 to $400 million on end items. It is 
very small in comparison to the over-all procurement job of the 
Government. 

Senator Moony. I realize that. 

Mr. Larson. Our big purchase volume is in raw materials. 

Senator Moopy. I know that. 

Mr. Larson. In that regard, as you know, we have been pushing 
small mining and have put a lot of money in small mining areas, and 
in your own State of Michigan in the copper situation. 

Senator Moopy. And I hope you continue to. 

Mr. Larson. Well, as long as the policies and the money are 
forthcoming. 

I want to sum up this way: That we in GSA and in the civilian 
branches of the Government appreciate the objectives behind this 
mandate and we will implement them. 

Senator Moopy. That is what we want to know. 

Mr. Larson. We are not unsympathetic. We are not dragging 
our feet. These obstacles are natural inherent obstacles in bureauc- 
racy, and I do not say “bureaucracy” in the detrimental sense because 
it would apply to corporations likewise. 
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Senator Moopy. In any big complex operation. That is what you 
mean. 

Mr. Larson. We will make our reports and our reports will show 
the results. Initially they will not be so good, but we will keep 
working at it. 

I assure the committee of that and the people from the area. 

Senator SALTONSTALL. You say you are going entirely into nego- 
tiated contracts. Could you do that? 

Mr. Larson. Under the emergency we can. 

Senator SaLronsTaLy. Can you do that legally? 

Mr. Larson. Under the emergency we have just determined that 
wecan. The question arises what procedure will you take? Where 
will you start negotiations? 

Senator SALTONSTALL. Yes. 

Mr. Larson. You have to have an order of procedure to do that. 
Maybe we will keep our advertising. If we go that way—and we 
have not decided definitely—-we will advertise for bids and then 
negotiate with the bidders, which gives us the machinery for doing 
that which Senator Moody says, with proper advance notice to all 
participants that we will give preference to these areas that have 
been indicated. And it is important to get out to the public that vou 
are going to do that before you actually come to do it. 

Senator Moopy. May I point out for the record that your situa- 
tion in procurement, of course, is somewhat different than the situa- 
tion of the Armed Forces. You are buying for the entire Government. 

Mr. Larson. The civilian agencies of the Government primarily 

Senator Moopy. This mobilization order affects, so far as you are 
concerned, the military only in a minor degree, a minor proportion 
of your purchases, and you are buying broadly from the civilian 
market. 

Mr. Larson. That is correct. 

Senator Moopy. While the situation in the military, of course, is 
somewhat different in that they are going out and buying new items 
and renewing contracts for specific items. So it may be more difficult 
for you to apply this thing across the board than it would be for the 
military. 

Mr. Larson. That is correct. The military item is something you 
have to machine up for. It is a new item and you have to machine 
up. We buy items from people who have been in the production of 
that particular item for years and years and years. So you cannot 
tool up an automobile plant to make paper clips, for instance, to use 
a ridiculous example. So you have to keep channeled into the areas 
that traditionally have handled that sort of thing. And we have 
already run into this furniture thing. We have got ‘three areas on the 
east coast, considering Grand Rapids as one— 

Senator Moopy. I certainly hope that Grand Rapids, while not on 
the eastern seaboard, will shortly be very close to a seaport at Mus- 
kegon because of the development of the St. Lawrence waterway, 
although I realize my distinguished colleague from Massachusetts 
does not favor it. 

Mr. Larson. Scranton is another one, and Asheville, N. C., is 
another. You have your labor cost differentials in your area. If you 
get a low bidder from Asheville, the fellow from Grand Rapids - 
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Senator SALronstauu. I think there is one other very important 
area—Gardner, Mass. 

Mr. Larson. That is such distinctive furniture, there is no competi- 
tion, Senator. 

Senator Moopy. Any time you start putting Gardner furniture in 
the Government we will have to have an investigation. 

Thank you. We hope you will do everything possible to implement 
this. 

Mr. Larson. I can assure you that we will. 

Senator Moopy. Mr. Houston. Do you solemnly swear your testi- 
mony before this committee will be the truth, the whole truth and 
nothing but the truth, so help you God? 

Mr. Houston. I do. 

Senator Moopy. Will you state for the record, Mr. Houston, your 
name and position, please? 


TESTIMONY OF JOHN C. HOUSTON, JR., EXECUTIVE VICE 
CHAIRMAN, MUNITIONS BOARD 


Mr. Housron. My name is John C. Houston, Jr. I am Executive 
Vice Chairman of the Munitions Board of the Department of Defense. 

Senator Moopy. Mr. Houston, you have been here this morning 
and heard the testimony of Dr. Flemming and Mr. Larson, and I am 
sure you are very familiar oe the subject which we are discussing— 
Manpower Directive No. 

You also may have he ae me, in opening this hearing, state that so 
far as the actual procurement officers of the armed services are con- 
cerned, they seem not to have heard about it yet, and that is why 
contracts have been going counter to the intention of this directive. 
That is the reason we held this he: aring this morning. 

[ am wondering whether you can tell us what is being done. 

Mr. Houston. Yes, Senator, I can, and I am very glad to have this 
opportunity of being here today to tell you just what we have been 
doing. I hope to be able to set your fears at rest and to show you that 
we not only have been working on this problem but that we have been 
able to work out what we feel to be a very sound solution for imple- 
menting the policy which was laid out in the directive of Mr. Wilson. 

Senator Moopy. I am certainly glad to hear that. 

Mr. Houston. It has taken a little time because, as you yourself 
said, this is not a simple problem; it is a very complex proble m, and 
it is one which is the result of a very fundamental decision affecting 
our whole economy, not only the Government, but the Nation as a 
whole. 

We have had to give very serious consideration to the type of 
instructions which we will be issuing to the procurement officers in 
the field so that they have the type “of guidance which they need to 
make the decisions which will be necessary in carrying out this policy. 

Senator Moopy. That is precisely the point Senator Saltonstall was 
making a few minutes ago: Up to date they have not had that 
guidance. 

Mr. Houston. That is correct. 

Senator Moopy. I was told this morning that you just reached 
your conclusion on this thing at a meeting last night; is that correct? 
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Mr. Houston. Yes, we had our final meeting. Of course, we have 
had a whole series of meetings to try and come up with the best 
possible answer, and we had the final meeting last evening, in which 
the Munitions Board did approve the policy ‘which is to be followed 
by the procurement officers in the field, and under this policy instrue- 
tions will start going out to the field by tomorrow. 

Senator Moopy. Good. 

Mr. Houston. I might say, however, by way of explanation, it is 
one thing to have a police: y determined and another thing to be able 
to work out all of the complicated problems which the announce- 
ment of such a policy involves in something like the procurement 
system of the Armed Forces. 

Senator Moopy. Yes, indeed. That is the reason we waited a 
month before having this hearing instead of having it a week after- 
ward. 

Mr. Houston. In the first place, the policy of Mr. Wilson’s was 
issued on February 7. But even after the issuance of that policy it 
was necessary to determine the very major point of whether price 
differentials would be used or whether the services would attempt 
to carry out the policy through the so-called meeting of competition 
principle instead of the price differential. 

Now, that problem was not resolved with the issuance of the policy 
itself on February 7. It was not resolved until the individual areas 
were certified in March. So, as far as the Department of Defense is 
concerned, it has only had a clear-cut policy to implement since the 
4th of March. So, rather than having been delayed several weeks, 
we have really only been coming to grips with the problem in specific 
form since the 4th of March. 

And there is no criticism of anyone in my saying that, because it 
was a very serious decision which had to be made on whether we 
would use price differentials or not. Because the use of price dif- 
ferentials, as you well know, would involve much greater complica- 
tions than the policy which we are trying to carry out here and 
which we think will work. 

Senator Moopy. Now, that is the point, Mr. Houston: If this is 
going to work, and if it is going to get contracts into the areas— 
Massachusetts and Michigan and other States—that are re sally in 
serious straits—situations in many cases that I might say we cannot 
tolerate and cannot allow to continue—then that is all we of this 
committee want. 

We are not trying to tell you what to do or how to do it. All we 
want to see is results, and I am very glad to hear you are optimistic 
about the prospects. 

Mr. Houston. I can tell you that certainly the Defense Depart- 
ment is going to do everything that it can to see that it does work. 

Senator Moopy. Good. 

Senator SALTONSTALL. Without a price differential? 

Mr. Houston. Without a price differential. 

Senator Moopy. And if it does not work without a price differential, 
then that will be taken up again, as Mr. Flemming said. 

Mr. Houston. That will be taken up again with Mr. Wilson. That 
is at his level. There will then have to be a determination on whether 
or not we should go to the price-differential principle. If we go to the 
price-differential principle, then again you have to establish definite 
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guide lines. In other words, you mentioned here a few cents differ- 
ence between one contract and another not being very great. That is 
true. If the item costs a couple of dollars and there is 3 or 4 cents 
difference, that is not very much. But where do you draw the line? 

Senator Moopy. That is a very difficult decision. 

Mr. Housron. It is a very difficult decision. 

Senator SALTONSTALL. What about shipping costs? 

Mr. Houston. The shipping costs, | am afraid I cannot answer 
specifically for you here this morning, but I will get an answer on 
that and we will insert it in the minutes when they come over to us, 
or I can let you know in the meantime as well. 

(The information referred to is as follows:) 

In our procurement program we solicit bids or quotations on the basis of 
acceptance at our destination or acceptance at the point of origin. In the latter 
instance, we add the shipping expense to our destination in order to develop a 
common base for the comparison of prices. Awards are made on the basis of the 
least cost to the Government at destination. This basic approach is unchanged 
by the labor surplus policy and the Department of Defense implementation. 

Mr. Houston. Now you might like to know a little bit about this 
Defense Department policy as opposed to Mr. Wilson’s directive. 

Senator Moopy. You do not mean as opposed to it, do you? 

Senator SALTONSTALL. In furtherance? 

Mr. Hovusron. In furtherance of it, I should say. No, we are not 
opposed to it, certainly. 

The way in which our proc -” ment officers will be instructed to 
carry out this policy is that, No. 1, all procurement contracts in excess 

of $25,000 will come under this oa y. 

Senator Moopy. In excess of $25,000? 

Mr. Houston. In excess of $25,000. We have about 93 percent of 
our money spent in contracts above the $25,000 limit. Yet the num- 
ber of pieces of paper which would have to be handled below the 
$25,000 limit in a typical 3-month period would represent about 
527,000 contracts 

So that the difference between trying to carry out this policy on 
the $25,000 versus some lower amount is the difference between 
handling in the course of a year millions of very small orders. We feel 
that the people that would be necessary to carry out this policy if we 
tried to start at everything from a dollar up would just be almost 
unmanageable. 

Senator Moopy. Why should there be any more paper work in- 
volved in granting $20,000 contracts to one person than to another 
person? 

Mr. Housron. Well, let me go on, shall I, and come back to that 
question, because I think I can make it clearer as I proceed here. 

In the second place, this policy will apply to all negotiated contracts, 
and for the year 1951 there were 93.1 percent of the number of con- 
tracts placed in number in the negotiated category. 

Senator Moopy. Ninety-three? 

Mr. Houston. 93.1 percent were negotiated. 

Senator Moony. Of all the contracts placed? 

Mr. Houston. That is right. 

Senator Moopy. And this will apply to all negotiated contracts of 
whatever dollar value? 

Mr. Houston. No, from the $25,000 limit up. 
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Senator SauTonstauu. In dollars how much does that make? 

Mr. Hovsron. In dollars that means 87.4 percent of all business 
was in the negotiated category. 

Senator Moopy. 87.4 percent? 

Mr. Hovsron. In the negotiated category. 

Senator Moopy. Of dollars in the negotiated category? 

Mr. Houston. Right. 

Senator Moony. Are $25,000 or up? 

Mr. Houston. No. These figures are different than the $25,000 
and up. 

Senator Moopy. I see. 

Mr. Hovsron. 87.4 percent in dollar value and 93.1 percent in 
number of contracts fall in the negotiated category as against 7 percent 
under formal advertising in number of contracts and 12.6 percent in 
the value of dollars in advertised contracts. 

Senator Moopy. How many of the negotiated contracts are above 
and below $25,000? 

Mr. Hovsron. I do not have the breakdown by negotiated versus 
advertised in the above $25,000, but I do have a study which shows 
that approximately 8.3 percent of all contracts dollarwise for the 
Army and Navy for a typical 3-month period—— 

Senator Moopy. Army, Navy, and Air Force? 

Mr. Houston. No, just the Army and the Navy amount to 8.3 
percent in the category under $10,000. 

Senator Moopy. What is that? 

Mr. Hovusron. 8.3 percent dollarwise. 

Senator Moopy. Of what? 

Mr. Houston. Of total business placed in a 3-month period. These 
are 3 months picked at random to just give us a rough cross section 
of what the effect of this policy might be. 

Senator Moopy. But 8.3 percent of all contracts dollarwise are 
what? 

Mr. Houston. From zero dollars up to $10,000. 

Senator Moony. I see. 

Mr. Houston. 3.6 percent are in the $10,000—$25,000 category and 
88.1 percent are over $25,000. 

Senator Moopy. And in numbers of contracts—— 

Mr. Houston. Now numbers of contracts from the zero dollars to 
$10,000 are 96.3 percent. 

Senator Moopy. Are what? 

Mr. Houston. Are in the zero dollars to $10,000 category, under 
$10,000, in other words. Two percent in numbers are in the $10,000— 
$25,000, and 1.7 percent are $25,000 and over. 

Senator Moopy. Well, you are only applying this to 1.7 percent of 
your contracts then; is that right? 

Mr. Houston. Only in number, but not in dollars. In dollars we 
are applying it to 88 percent. As I say, it will apply to 100 percent 
of all negotiated contracts which are $25,000 or over. 

Senator Moopy. I see. Does it apply to all bid contracts over 
$25,000? 

Mr. Houston. It applies in this manner to the formal advertised 
bids: We are instructing the services to change, wherever possible, 
their formal advertised bids procedures so that, instead of adver- 
tising for the actual total amount of the procurement which they 
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ultimately wish to get, they formally advertise for only a portion of it 
in order to establish a price in the market for that item, holding back 
the balance of their procurement. 

Senator Moopy. Might not the price be much lower if it was for a 
large lot? 

Mr. Houston. In some instances it might be; and, in some in- 
stances, no. 

Then, on the basis of the price which is thus established, the bal- 
ance of the procurement will all be placed in distressed areas provided 
those areas can meet the best price which was obtained on the for- 
mally advertised bids Nation-wide. 

Senator Moopy. What portion would be advertised? 

Mr. Houston. That would vary with the item, because it would 
have to—let me read the way that we have expressed it to the pro- 
curing officer. [Reading:] 

He is to determine the optimum quantity which because of the manufacturing 
processes would probably yield the most favorable prices and issue invitations for 
bids for that quantity only, holding back the remainder for future placement by 
negotiation for production within a labor-surplus area. Upon receipt of the formal 
bids undertake to negotiate the quantity held back with firms for production in 
labor-surplus areas at prices equivalent to the lowest qualified bid received under 
the invitation for bids in the manner prescribed eleswhere herein. 

Which would be the negotiated procedure. In other words, you 
would go from advertised bidding to negotiated bidding for the bal- 
ance. 

Senator Moopy. In zero dollars to $10,000 and $10,000 to $25,000 
class, what percentage of those contracts are negotiated? 

Mr. Hovsron. I do not have that breakdown. 

Senator Moopy. Senator Saltonstall, do you have any questions? 

Senator SaLronsTauu. I do not think so. 

As I understand it, Mr. Houston, what you are going to do is try to 
put into effect the mandate of Mr. Wilson and cover it right down 
through the Munitions Board procurement so that the quarter- 
masters and everybody that are concerned will do it on contracts over 
$25,000? 

Mr. Houston. That is right. 

Senator SALTONSTALL. And that, of those contracts over $25,000, 
they will all be negotiated? 

Mr. Houston. No; they will not all be negotiated. Initially about 
88 percent of them will be. 

Senator SALronsTaLu. In dollar value? 

Mr. Houston. Yes. Will be negotiated. And in the negotiation 
procedure it will be possible to place, wherever there are suitable 
facilities available and manpower, a considerable amount of business 
in the distressed areas through negotiation. 

Now, in addition to that, where we use formally advertised bidding, 
wherever it looks desirable to issue a formally advertised bid for only 
a portion of the material required and hold back the balance, we will 
hold that back with the idea of negotiating it into a distressed area. 

Senator Moopy. And you say that 88 percent of the contracts above 
$25,000 are now negotiated; is that right? 

Mr. Houston. I say that the 88 percent——— 

Senator Moopy. In dollars? 

Mr. Houston. I do not have, and I was not able to get—for in- 
stance, you see, we just worked out this policy in final form, as I told 
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you, last night, and I was unable by the time I came up here to get a 
statistical break-down complete across the board on the effect of this. 
I was able to get figures which show the total negotiated business for 
the year 1951 as against total business placed on advertised bids in 
1951. But I was not able to get this type of information separately 
for contracts above or below $25,000. 

Senator Moopy. As I understand it, 87.4 percent of your dollar 
value of contracts over $25,000 go into negotiated contracts. Is that 
for all contracts, or is that contracts over $25,000? 

Mr. Houston. The break-down which I gave you on negotiated 
bids versus advertised bids is on total procurement contracts placed 
by all military services in the calendar year 1951. 

Senator Moopy. I see. So that includes everything? 

Mr. Housron. That includes everything. In other words, wher- 
ever we are talking about the difference between negotiated and 
advertised, it is on all procurement in the calendar year 1951. 

Senator Moopy. Now the 93.1 figure you gave us. What was that? 

Mr. Houston. The 93.1 is the total number of contracts placed in 
1951 on a negotiated basis. 

Senator Moopy. So 93.1 percent of all contracts for 1951 were 
negotiated? 

Mr. Houston. Were negotiated: that is right. 

Senator Moopy. And 87.4 percent of the dollar value of all con- 
tracts were negotiated? 

Mr. Houston. That is right. 

Senator Moopy. But you cannot differentiate for us the situation 
as to what the percentage is of either negotiated or bidding contracts 
or the total contracts more and less than $25,000; is that right? 

Mr. Houston. Not on the advertised and negotiated basis. What 
I can give you is a spot check which I did have time to make. 

Senator Moopy. I see. 

Mr. Houston. Which shows—and this is again not broken down on 
the advertised versus negotiated but is broken down on the total 
contracts placed for a 3-month period by the Army and Navy and 
broken down by, first, numbers of contracts. The numbers of -con- 
tracts in the $10,000 and below was 8.3 percent of the total number. 
No; I am wrong. 

Senator Moopy. That was in dollars; was it not? 

Mr. Houston. That is right; that was dollars; 8.3 percent of the 
total dollars. 

Senator Moopy. Eleven and nine-tenth percent of the dollars were 
in contracts under $25,000, and eighty-eight and one-tenth, over 
$25,000? 

Mr. Houston. That is right. And in number the under $25,000 
was 98.3 percent. 

Senator Moopy. And 1.7 over. 

Senator SauronsTatu. May I ask this one question? 

Senator Moopy. Ask as many as you want, Senator. 

Senator SattonsTaLy. In the use of the opportunity to have a 
negotiated contract with no price differential. is my understanding 
correct that, in matters where these distressed areas that have been 
certified to you can produce the object that you are trying to get by 
negotiated contract, you are either holding back from the total amount 
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of the contract something to go into that area or else you are going 
to steer it into that area: is that correct? 

Mr. Houston, In the negotiated-contract procedure what happens 
is that the procurement officer knows from past experience the people 
who can produce the item in which he is interested. He requests 
them to submit bids to him on a negotiated basis, which means that 
he does not have to accept any bid that he gets under the negotiated 
procedure. In other words. he can look it over; and. if it looks unrea- 
sonable to him, even if it is the low bid, if it looks unreasonable to 
him for some reason. he can reject it. 

Now, what is intended here in connection with the distressed areas 
is that the contracting officer will look over the negotiated bids. He 
will then take the most favorable bid which he has been given by any 
contractor bidding, and he wil] say to the people in the distressed 
areas who can produce this particular item: “Now, I am not going to 
tell you who gave me this bid. Iam not going to give you any details 
on how their costs break down. But I will tell you that the lowest 
bid which we have gotten so far is $1.35,” or whatever it it, 

Senator SauronstaLt. On the end item? 

Mr. Hovusron. On the end item. “If in your facilities you can 
produce that for $1.35, we will let you have it.”’ 

Senator Satronstany. You are confining this strictly to distressed 
areas. Otherwise it seems to me you would get into great difficulty 
and great charges of unfairness, 

Mr. Hovsron. This is going to be a very difficult procedure to oper- 
ate all the way through for that very reason. 

Senator Sauronsraty, What you are trying to do is to work out 
practical steps so as to make it possible to put what amount can be 
taken of these objects into a distressed area? 

Mr. Houston. That is correct. 

Senator SALTONSTALL. And at the present time you are operating 
97 percent, or what not, on a negotiated contract basis anyhow. 
So that part of it does not change. The only part that changes, if 
you have no price differential. is to send a certain amount into a 
distressed area. 

Mr. Houston. What changes is this, Senator: If we did not have any 
distressed area problem on a negotiated-bid procedure. the contracting 
officer would take the best bid which was offered and go ahead and 
place the business. 

Under the present directive of Mr. Wilson, he will go through those 
same procedures up to the point where he gets ready to place the busi- 
hess; and, if the lowest bid was not in a distressed area, then he will 
say, “Before I place this business, I will have another round of negotia- 
tions with the firms in the distressed areas; and, if they can meet this 
price and delivery and quality, and so forth: then | will put it there.’’ 

Senator Sauronstauy. You are using, Mr. Houston, a negotiated 
bid really in a pretty loose sense anyhow, are you not, when you do 
that, because you are really getting bids in. You may not draw the 
form up absolutely accurately, but you are getting bids in, and you 
are asking for bids. 

Senator Moopy. I think that is just the way you should negotiate 
them. 

Mr. Hovusron. Yes: with this exception, that when you negotiate 
there is often a man sitting down across the table from you—I mean 
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a whole series of people coming in to you one after the other and 
saying, ‘Here is our best price, but we have got this and that and the 
other thing to take into account, and we want a little more informa- 
tion about where this is to be delivered, what freight rates are, and 
so on and so forth.” 

It is a matter of negotiating. The fellow does not just send in his 
bid which is put in a sealed envelope and opened on a particular date, 
and then the cards fall in accordance with the bids that are received. 

Senator SALTONSTALL. He is not tied up by the negotiations, and 
he is tied up when he sends in the sealed envelope? 

Mr. Houston. That is right. 

Senator SALTONSTALL. That is the difference. 

Senator Moopy. Any other questions, Senator? 

Senator SALTONSTALL. I have got to go, and I thank you, Mr. 
Chairman. 

The only other question I would have, and it is not a question, it is 
a statement: I hope you make these steps practical and try to work 
them out because it seems to me time is of the essence, particularly in 
the textile industry and the shoe industry, but even more the textile 
industry, which is so prevalent in Massachusetts and New England 
at the present time. 

Senator Moony. Not only in those industries but in other industries, 
too, time is of the essence. 

Senator SALTONSTALL. That is right. 

Mr. Houston. It is. And let me say that is one big reason for our 
placing this $25,000 limit, because we want to get this thing working 
promptly. We want it to work promptly and with the greatest 
amounts of money. 

Senator Moopy. You mean the greatest amount of employment 
granted? 

Mr. Houston. That is right; the greatest amount of procurement 
dollars flowing as rapidly as possible to distressed areas. 

Senator Moopy. Is not your position—while it might seem a large 
number of the contracts by number will not be going into these areas, 
you feel this is the best way to get the most relief in the quickest time? 

Mr. Houston. That is correct. 

Senator Moopy. Well, I do hope that these orders will be made 
very, very clear to your procurement officers. I am sure that when 
this order does go down the line it will be made very clear so there 
will not be any question about having to go through further procedures 
down the line. Can we be confident of that, Mr. Houston? 

Mr. Houston. We certainly will give them very specific instruc- 
tions. I will not say there will not be some questions on them, but 
those questions will be answered just as fast as they pop up. In 
other words, we are going to do it. 

Senator Moopy. You are going to administer it and are going 
to do it? 

Mr. Housron. There is no question about it. 

Senator Moopy. The whole question, of course, in policy is whether 
there is a will to administer it or whether it is regarded as some sort 
of window dressiing. 

As you know, the implementation of the previous Manpower Order 
No. 1, which in a sense set up the same sort of procedure, was bad. 
It never did get to the point where it meant very much. 
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I am very glad to hear your testimony this morning, Mr. Houston, 
because it does seem not only are you going to go through the motions 
in this thing but it is also going to be implemented. 

It has been very disturbing, of course, to the committee and to me as 
representative of the State of Michigan to have businessmen come 
to us and say, ‘‘Well, Wilson issued this order in February, and 
nothing has happened.”” And we go in to see Major So-and-So or 
Commander So-and-So, who is the actual buyer in this thing, and he 
says he never heard of the order and he cannot take any action under 
it. 

Of course, there is an inevitable period between the announcement 
of the general policy and the implementation of the complex policy 
into a practical program. Ido hope you will do this with great vigor 
because there are small businesses, particularly in my State, and small 
communities that are really in trouble because of this situation and that 
can be greatly helped by this. 

I might say also, as I have said a number of times before—and 
| would like to say for this record—the country cannot afford to lose, 
in my judgment, the strength of the arsenal which is represented by 
some of these very companies that will get the preference under this 
polic) Jf 

If you will check the World War II records—and I know you 
know them well—you will see the amount of production that did come 
out of some of these areas that have been heavily handicapped in the 
recent civilian cut-backs. Therefore, I think it is important to the 
country as well as to these areas and the families involved through 
losing their jobs that this thing be carried out so that they will have 
work and so there will not be the tendency to fractionalize this arsenal 
which the country needs to have there for any emergency that it has. 

Mr. Houston. Senator, we understand that in the Department 
of Defense very well, and certainly we are not only extremely sym- 
pathetic but aware of the necessity for maintaining a sound and a 
strong economy. 

I think it would be less than fair, however, to leave without point- 
ing out that this policy is only one of several objectives which the 
Department of Defense and its procurement people have to meet. 

Senator Moopy. No. 1 being getting the stuff. 

Mr. Hovstron. No. 1 means our security. 

Senator Moopy. Certainly. You will never find any trouble from 
this committee in that respect 

Mr. Houston. I am sure of that, and I know you understand our 
problem also 

Senator Moopy. That is right. 

Mr. Houston. And certainly we are going to carry this policy out 
to the best of our ability and at the same time meet our other major 
objectives, too. 

Senator Moopy. That is good. I am very glad to hear it. 

There is one point that I would like to bring out. There may be at 
times encountered the difficulty where there might be bids obviously 
at less than cost for the purpose of making it impossible for the 
companies in these areas to accept the bids. 

Now, I would consider it a favor if part of the instructions to the 
purchasing agents of the armed services included admonitions to 
watch for that sort of thing, and to whatever extent it may creep into 
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the picture that you be notified and this commitee be notified, where 
it can be identified. 

Mr. Houston. We are aware that that problem exists, and it 
exists really on both sides of the fence, because there is also the 
possibility that a firm in a distressed area in an effort to meet a low 
bid might take advantage of the appeals procedures later on. In 
other words, get a bid at equal or a lower price, and then use the 
appeals procedure later for saying that they are a hardship case and 
should be given a higher price. So you have it on both sides, and we 
are aware of the problem, and we will have to watch it carefully from 
both angles. 

Senator Moopy. That is right. Of course, when you turn away 
from the general discretion for a price differential and you place it 
on the basis of meeting price, then you do get into that area where 
someone might purposely put in a bid in which he might know he 
would undermine any other business, particularly small business, 
that might try to meet that bid. 

So there are a number of pitfalls in this thing, of course; and I am 
sure you will watch closely and see what you can do with them. 

Mr. Houston. Yes; we will. 

Senator Moopy. Thank you very much for coming here today. 

The committee is now adjourned. 

(Whereupon, at 12:25 p. m., the subcommittee adjourned. ) 
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